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Dear Fellow Shareholders:

Nine years ago when Guilford was founded, we had a vision: to become a
fully integrated pharmaceutical company capable of discovering, developing,
marketing and selling our own products. At the time, this seemed an ambitious
undertaking. But today, we're realizing this goal, and turning what was once

only a vision into tangible value for stockholders.




Craig R. Smith M.D.
Chairman and Chief Executive Officer

Realizing Value from Vision in 2001

The past year was instrumental in seeing us fulfill this vision, for several
reasons. During the year, we completed our evolution into a fully integrated
pharmaceutical company, and achieved impoftant milestones in clinical
development, which have increased the probability of commercial success
for many of our product candidates. We enhanced our financial position

‘o support our growth and re-launched GLIADEL® Wafer, achieving a

12 percent increase in unit sales.



In 2001, Guilford made significant progress scientifically, financially and

organizationa]])/ that will allow us to realize the fu]l value of our vision.

* First, we created a multi-faceted U.S.
commercial operation, which includes capa-
bilities in sales, marketing, medical affairs
and reimbursement. These capabilities give
us the power to commercialize new medical
treatments for neurological, surgical and
critical care markets. Moreover, the profes-
sional staff we’ve attracted, and the plan
they've created to raise Guilford’s profile
in our targeted healthcare markets, provide
us with a distinct competitive adva.ntage
we intend to use in the years ahead. We also
undertook initiatives to expand our presence
globally. For example, we formed Guilford
Pharmaceuticals Canada as a wholly-owned
subsidiary targeting sales of GLIADEL®
Wafer to America’s largest trading partner;
and we identified international distributors
in Europe and Asia, with the intent of enter-
ing into agreements for the distribution of
GLIADEL® Wafer in 2002.

* With our North American commercial
infrastructure in place, we re-launched
GLIADEL® Wafer — following reacquisition
of the technology in late 2000 — and were
rewarded with a sizeable increase in sales.
At year-end, we achieved $20.4 million
in revenues for GLIADEL® Wafer, represent-
ing a 42 percent increase in unit sales over
the previous year. We're very proud of this
accomplishment since it provides tangible
evidence that Guilford’s commercial organi-
zation is fully capable of expertly marketing

our products.

* As expected, in April 2001, we submitted
a supplemental New Drug Application to
expand the labeled indication for GLIADEL®
Wafer to include patients newly diagnosed
with malignant glioma. In December, we
received a favorable recommendation on our
sNDA from the Oncologic Drugs Advisory
Committee. However, we were disappointed
to receive a non-approvable letter from the
FDA in March 2002. We are continuing to
seek licensure of GLIADEL® Wafer for initial
surgery in the United States, and will work
with the agency to address the issues raised
in their letter,

* We successfully completed Phase 1 clinical
trials for two of our most promising product
candidates, AQUAVAN™ Injection and GPI
5693, a proprietary NAALADase inhibitor,
and commenced another Phase I trial for
a third product candidate, LIDOMER™
Microspheres. These developments are im-
portant milestones in the process of bringing
anew drug to market.

¢ Underscoring how oppor tunistic our team
can be, we moved quickly following Amgen’s
decision to discontinue testing of GPI 1485
(formerly NIL-A), and are completing our
own evaluation of GPI 1485 for Parkinson’s
disease. We are also exploring its potential
usefulness in treating or preventing nerve
damage following prostate surgery.
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* Finally, we successfully raised $99 million
during a turbulent period in the capital
markets. These proceeds are helping to fund
the advancement of products in our develop-
ment pipeline, which today is replete with
short, medium and long-term commercial
opportunities.

¢ In summary, we've strengthened the
foundation for Guilford’s future success,
which is now supported by three important
pillars: a successful commercial infrastruc-
ture, advancing product development, and

a strong financial position.

Looking Ahead: Advancing into
Later-Stage Clinical Trials

Guilford has never had so many promising
product opportunities. In fact, this is the
year we will begin Phase II trials for one of
our most exciting product candidates and
advance clinical development for three
additional products.

* After successful Phase I trials to test safety
last year, we plan to begin Phase II testing
of AQUAVAN™ Injection this spring in
Europe. AQUAVAN™ Injection is a prodrug
of the world’s most widely used anesthetic,
propofol. Our Phase II trials will test the
product’s effectiveness in inducing and main-
taining anesthesia in patients undergoing
cardiac surgery and for patients receiving
monitored anesthesia care. Our goal is to
commercialize AQUAVAN™ Injection as
rapidly as possible, thus providing physicians
and patients with a potentially safer, more
potent alternative for surgery and intensive
care applications — and Guilford with a
product targeting a significant market.

* Currently, we are finishing Phase 1 testing
of LIDOMER™ Microspheres, a slow release,
site-specific biopolymer formulation of lido-
caine, a widely-used pain medication. Pre-
liminary Phase I results have demonstrated
LIDOMER™ Microspheres appears to be
well-tolerated by patients.

* We are in the midst of Phase 1/1I clinical
testing of PACLIMER® Microspheres, another
of our biopolymer product candidates.
In the current study, which is expected
to be complete this year, PACLIMER®
Microspheres is being evaluated as a novel
biopolymer delivery mechanism for paclitaxel,
a widely-used chemotherapeutic agent,
to treat advanced ovarian cancer. We're also
initiating Phase 1 testing of PACLIMER®
Microspheres in patients with non-small cell
lung cancer.

* Phase I testing of GPI 5693 will be com-
plete this spring, but preliminary results give
us confidence that this novel compound ~
aimed at controlling or reducing the severe
pain associated with diabetic neuropathy —
will prove to be well tolerated. GPI 5693
is just one of several compounds we have
identified from a class of drugs Guilford
developed called NAALADase inhibitors.
In fact, we have subsequently identified com-
pounds that are 100 times more potent than
GPI1 5693, giving us additional development
options in our NAALADase program.

2002 Agenda

We have three major items on our 2002
agenda:

* Support our products as they move into
later-stage clinical trials. In 2002, we plan to
focus our resources on programs that offer
the most attractive risk/reward benefit. This
doesn’t just mean investing in the design and
completion of Phase II trials. In some cases,
it may see us add corporate partners who
can complement our development efforts on
a global basis. Progression into later stages of
development makes the addition of partners
in 2002 more likely. For example, we believe
our NAALADase program would be ideal
for a corporate partnership, and are working
to secure a worldwide corporate partnership

for this technology.
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* Expand business opportunities by continu-
ing to support the sale of GLIADEL® Wafer,
both in the United States and internationally,
and by pursuing strategic in-licensing oppor-
tunities to leverage the capabilities of our
commercial organization. While we do not
expect sales of GLIADEL® Wafer to increase
materially in 2002, we are secking authoriza-
tion to market GLIADEL® Wafer for initial
surgery in Europe, and will be establishing
distribution arrangements in key global
markets to assist this effort. We will also
continue to work with the FDA to resolve
the issues raised during the review of our
sNDA. Finally, we’re intensifying our efforts
to in-license additional products for our sales
force, which complement our focus in the
hospital market. ‘

* Preserve our financial stability by control-
ling costs and improving operational excel-
lence. Our goal is to limit our cash burn
rate in 2002 and keep a careful eye on our
expenses. To achieve this goal, we intend to
focus our resources on programs that have
the most attractive risk/return profile and
seek partnerships that will maximize our

resources and opportunities.

Turning Vision Into Value

While much has changed for Guilford in the
past year, one thing has not: Our vision.
We remain committed to using all the tools
at our disposal to develop novel technologies
for the neurological, surgical and critical
care markets, and by virtue of our success in
this process — turning our vision into value
for our stockholders. This is a vision shared,
not just by the Board of Directors, but by
all of the professionals at Guilford who have
a personal and financial stake in our success.

On behalf of the Board, 1 would like to
thank the employees of Guilford for their
dedication in 2001. I would also like to
sincerely thank Rich Casey, who is not stand-
ing for re-election to our Board this year.
Rich played a pivotal role in founding
Guilford and we are grateful for his dedica-
tion, guidance and mnumerable contribu-
tions over the years.

Finally, I wish to acknowledge you, our
stockholders, for your continued interest and

SuppOI‘t.

Yours sincerely,
/4? #F Q&«wﬁ | e

Craig R. Smith, M.D.
Chairman of the Board and
Chief Executive Officer







We have long believed that in the pharmaceutical industry, value creation is more

than just product discovery and development. It’s the ability to bring products

to market effectively that determines if a new

medicine reaches its full commercial potential.
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i

In 2001, we tested this belief by expanding the breadth of our
business model to encompass — for the first time — a full-scale
commercial operation. The result? We energized the market for
GLIADEL®Wafer, our flagship product for brain cancer, and increased
unit sales of GLIADEL® Wafer 42 percent, to $20.4 million.

Our success is testament to the exceptional people we've attracted
to our commercial organization, and the plan theyre following to
maximize Guilford’s market presence. Representing a broad spectrum
of disciplines, including sales, marketing, reimbursement and medical

Buﬂding a Fuﬂy Integrated Pharmaceutical Company

affairs, these professionals bring together an extensive network of
contacts, a track record of sales success, and on average, more than a
decade of relevant commercial experience.

Working together under the direction of David Wright, our Presi-
dent and Chief Business Officer — an industry veteran with a reputa-
tion for achieving superior results — we’ve made rapid and dramatic
inroads in the neurosurgical market, and executed on a plan that has
raised awareness of Guilford within our target markets.

But, this is just the beginning. By adding these new dimensions
to our business model, we have transformed Guilford into a fully inte-
grated pharmaceutical company and helped establish it among a select
group of companies in our industry capable of discovering, developing,
manufacturing and marketing their own products. This opens up
exciting new possibilities for us and we're hard at work building
on our momentum through additional expansion of our GLIADEL®
Wafer franchise and enhanced business development initiatives to fuel
additional opportunities for growth.
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Over a decade ago, scientists at The Johns Hopkins University and M.L.T. conceived

of a revolutionary new idea: using a biodegradable polymer to deliver site-specific

chemotherapy for patients

with brain cancer.

The purpose: to deliver high concentrations of chemotherapy
directly to the site of a brain tumor, while minimizing drug levels —and
side effects — elsewhere in the body. The result? In 1996, Guilford
made history by commercializing the first new treatment for recurrent
brain cancer to be approved for use in the United States in over two
decades, GLIADEL® Wafer.

This year, we're turning to an exciting new chapter in GLIADEL®
Wafer’s history and hope to continue the momentum we established
in 2001, by attempting to bring the benefits of treatment with
GLIADEL® Wafer to even broader markets.

But simply reaching our target markets is not sufficient. Our goal
is to establish GLIADEL® Wafer as a standard of care for brain cancer
therapy — along with surgery and radiation. To help us achieve this
goal, we’ve established- a comprehensive and dynamic product
marketing strategy, which has already generated results.

In 2001, we embarked on a nationwide public awareness pro-
gram, which saw our medical affairs group conduct more than 150

Expandmg the Benefits of GLIADEL® Wafer

presentations to familiarize healthcare professionals with GLIADEL®
Wafer’s benefits. This ambitious program will continue in 2002 as we
target our promotional activities at an even broader market.

We also reached out to the global patient community by participat-
ing in www.virtualtrials.com, a web site devoted to brain cancer
awareness and education, and produced helpful literature and letters
of medical necessity to fully support patients and healthcare
providers. And, we established a comprehensive reimbursement
program called CaRe (Case Management and Reimbursement
Assistance), which provides healthcare professionals and hospitals with
the necessary resources to facilitate the reimbursement process for
GLIADEL® Wafer.

Clearly, our quest to bring the benefits of this important treatment
to patients worldwide has only-just begun. After a very promising
start in 2001, we’re committed to intensifying our efforts. First, by
establishing a network of distributors to extend our presence globally
in key healthcare markets, and second, by continuing to seek autho-
rization to expand the labeled indication for GLIADEL® Wafer for use
in patients newly diagnosed with malignant brain cancer.









Since inception, our goal has been to turn vision into value by translating novel
ideas into commercially viable pharmaceutical products. GLIADEL® Wafer was

the first example of the successful execution of this strategy. Now, we're focused

on advancing the next generation of product candidates

through development and into the marketplace.
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Today, AQUAVAN™ Injection, stands at the forefront of our devel-
opment pipeline. Although not discovered at Guilford, we’ve followed
an opportunistic product strategy, which focuses on developing prod-
ucts with the most attractive risk/benefit profile for our shareholders.

We believe AQUAVAN™ Injection fits this profile. A prodrug of
the world’s most successful anesthetic — propofol, AQUAVAN™ Injec-

_tion has a unique product profile, which may capture some of

the benefits of propofol, and other sedative/hypnotic agents, while
avoiding some of the drawbacks. If we're correct, the return could
be substantial. Consider that the worldwide market for anesthetics is
estimated at over a billion dollars annually.

Regarded as the drug of choice by anesthesiologists, propofol

presently commands the largest share of the total anesthesia market,

o

Moving AQUAVAN" Injection Into Later-Stage Clinical Trials

o

with estimated U.S. sales last year of approximately $400 million.
However, despite its widespread acceptance, propofol may have
certain limitations, Because it is formulated in an oil-based emulsion,
there is an increased risk that patients receiving it may suffer side
effects that may include depressed respiration and blood pressure,
reduced heart rate and an increase in blood lipid levels.

In contrast, AQUAVAN™ Injection is formulated in a water soluble
solution, which may be easier to produce and use — and possibly
obviate some of the side effects experienced with propofol. In fact,
preliminary clinical studies suggest that it may offer enhanced safety,
stability, predictability and a smoother offset and recovery compared
to propofol.

With the goal of bringing these potential benefits to market as
quickly as possible, we've rapidly accelerated the commercial develop-
ment of AQUAVAN™ Injection. In 2002, we intend to continue this
pace. During the year, we plan to initiate and complete Phase II clini-
cal trials of AQUAVAN™ Injection to evaluate its effectiveness for
induction and maintenance of sedation in a variety of clinical settings,
including cardiac surgery and monitored anesthesia care.

We believe AQUAVAN™ Injection could represent an exciting new
franchise for Guilford in the years ahead — and another example of

how we're turning vision into value.




Research is the lifeblood of all pharmaceutical organizations. Guilford is no exception.
We have a rich scientific heritage dating back to the founding of our company in 1993.
But, there is something that sets our organization apart: we aren’t just researching for
the sake of advancing scientific knowledge. We're working to turn today’s technologies
into tomorrow’s breakthrough medical treatments for the benefit of patients and our
stockholders. Here’s a brief overview of some of the other exciting R&D . projects

underway at Guilford:

NAALADase Inhibitors represent one of the most fertile tech-
nology platforms within Guilford. By inhibiting an enzyme called
NAALADase, our scientists have shown that we can promote myelin
formation and regulate excess harmful levels of glutamate, which
have been implicated in a variety of acute and chronic neurodegen-
erative disorders. Last year, we began clinical testing with our first
NAALADase inhibitor. This year, we hope to conduct advanced stud-
ies to evaluate the use of NAALADase inhibitors as a potential new
treatment for diabetic peripheral neuropathy.

Neuroimmunophilin Ligands (N1Ls) belong to another class
of neuroprotective drugs, which we're evaluating for the potential
treatment of central and peripheral nerve disorders. Last year, we

Researchmg and D@V@ﬂ@pjng the Products of Tomorrow

completed early preclinical studies, which suggested that NILs might
be useful in preventing erectile dysfunction, which can result from
nerve damage following radical prostate surgery. This year, we’ll be
extending these studies to determine the feasibility of developing
NILs as a new treatment to minimize or prevent this damage.

PACLIMER® Microspheres is an innovative biopolymer
product we're developing to deliver paclitaxel — one of the most
widely-used chemotherapeutic agents — in a controlled, continuous
way directly to the site of a tumor. In preclinical animal studies,
PACLIMER® Microspheres dramatically increased survival rates
compared to treatment with standard paclitaxel. Now in a Phase ]
clinical trial in women with advanced ovarian cancer, in 2002, we'll
be commencing additional Phase I studies in patients with non-small
cell lung cancer.

LIDOMER® Microspheres is a novel biopolymer formulation
of lidocaine that Guilford is developing to provide controlled local
post-surgical pain relief following lumbar disc or orthopedic surgery.
Last year, we commenced studies of LIDOMER™ Microspheres
designed to evaluate the safety of prolonged lidocaine delivery.

In total, our research and development program is giving Guilford
the potential to build an even broader vision for our future — one that
we intend to turn into value in the years to come.
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PART I

‘From time to time in this annual report we may make Statements that reﬂect our current expectatzons

- regarding our Sfuture results of operations, economic performance, and financial condition, as well as other

matters that may affect our business. In general we try to zdentzfy these forward-looking: statements by using
words such as “anticipate,” “‘believe, ‘estimate,” and similar expresszons

FEaNY]

‘expect,’
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The forward-looking statemems contained in this annual report may cover but are not necessarzly limited _
to, the following topics: (1) our efforts to market, sell and distribute GLIADEL® Wafer in the United States
and internationally; (2) our efforts to.expand the labeled uses for. GLIADEL® Wafer in the United States and
internationally, (3) .our efforts to a'evelop polymer a'rug delivery product line extensions and new polymer drug
delivery products; '(4) our research programs related to our FKBPneurolmmunophtlln ligand technology,
NAALADase inhibition, PARP inhibition, polymer drug delivery and other technologies; (5) our clinical
development activities, including the commencement and conducting of clinical trials, related to our polymer-
based drug delivery products and product candidates. (including GLIADEL® Wafer, PACLIMER® Micro-
spheres and LIDOMER™ Microspheres) and our pharmaceutical product candidateés (including GPI 1485,
AQUAVAN™ Injection and any future lead compounds in our PARP programs), (6) our efforts to scale-up
product candidates from laboratory bench quantities to commercial quantities; (7)-our efforts. to Secure
adequate supply of the active pharmabeutt’cal ingredients for clinical development and commercializalion
(9) our strateglc ‘plans; (10) antzczpatea' expenditures and the: potentzal need for additional funds; and
(11) . specific guidance we give in .the sectlon entitled “Outlook,” regardmg our current expectatlons of our
futiire operating results. : ‘ :

All -of lhese' izems involve significant risks and uncertainties. Any of the statements we- make in this
annual report that are forward-looking are made. pursuarnt to the safe harbor provisions of the Private
Securities Litigation Reform Act of 1995. We wish to caution you. that our actual results may differ
szgnzﬁcantly from the results we a’zscuss in the forward looklng statemenls

We discuss factors that could causé or contribute 10 such dzﬁ‘erences in the “Risk Factors” section of this
“annual report. In addition, any forward-looking statements we make in this'document speak only as of the
date of this document, and we do not intend to update any such forward looking statements to. reflect events or
czrcumstances that occur after that date.

I'tem 1. Business

Overview

We are a fully mtegrated pharmaceutlcal company engaged in the research development and marketrng ‘
of products that target the neurologlcal surgrcal and critical care markets

We were 1ncorporated in Delaware in December 1993. Our pnncrpal executive offices are located at
_6“611 Tributary Street, Baltimore, MD 21224. Our telephone number is (410) 631 6300

Financial information prepared in accordance with accounting principles generally aeeepted in the United
States of America, including information about revenue from external customers, measures of profit and loss
- and total assets, can be found in our consolidated financial statements included elsewhere in' this report.




Product and Development Programs

The following table summarizes the current status of our product, product candidates and research

programs:

Program/Product Candidates
Drug Delivery Business

Drug Delivery Program

GLIADEL® Wafér (3.85%
BCNU)

GLIADEL® Wafer (3 85%

BCNU)

PACLIMER® Mlcrospheres
(paclitaxel in PPE
microspheres)

PACLIMER® Microspheres
(paclitaxel in PPE
. microspheres)

LIDOMER™ Microspheres

‘Neurological Products Prograin
Neurotrophic Drugs '
GPI 1485

Other FKBP ‘neur01mmunoph1hn
ligands

‘Other neurotrophic and
cytoprotective small molecules

Neuroprotective Drugs
GP1 5693

Other NAALADase inhibitors

PARP inhibitors

Anesthetic/Sedation Agent
AQUAVAN™ Injection
Diagnostic Imaging Agent
DOPASCANZ® Injection

Disease Indications/Conditions .

Recurrent glioblastoma multiforme -

Malignant glioma at time of initi‘a’lb
surgery ° T

" Owarian cancer

Lung, prostate and head & neck cancer

Post-surgical pain

Parkinson’s disease

Alzheimer’s .disease, traumatlc brain
injury,. traumatic. spinal cord injury,

multiple sclerosis, neuropathy, stroke and
other ischemic damage

- -Alzheimer’s disease, traumatic brain

injury, traumatic spinal cord injury,
multiple sclerosis, neuropathy, stroke and
other ischemic damage

Neuropathic pain and disease modification
for diabetic neuropathy

Neuropathic pain and disease modification
for diabetic neuropathy and other

" ‘neuroprotective .indications (such as ALS,

glaucoma and stroke)

Stroke, peripheral 1schem1a septic shock,
1nﬂammat10n -

Surgical anesthesia/sedation

.-Imaging agent to diagnose and monitor

Parkinson’s disease

Status(1)

Market(2)

‘Market in
"Canada

Market ‘approval
being considered
in Europe(3)
Phase I/11

Phase 1

Phase 1

Phase 11
Pre-clinical

Research

Phase 1

Research

Pre-clinical

Phase I

Phase 111(4)

GLIADEL® Wafer, DOPASCAN® Injection, and PACLIMER® Microspheres are our registered
trademarks. TAXOL® is a registered trademark of Bristol-Myers Squibb Company.

() “Research” includes initial research related to specific molecular targets, synthesis of new chemical
entities and assay development for the identification of lead compounds. “Pre-clinical” includes testing of




‘lead compounds in vitro and in animal models, pharmacology and toxicology testing, product formulation
- and process development prior to the commencement of clinical trials. “Market” means that the product
is currently being:sold.

(2) Orion: Corporation Pharma (formerly Onon Corporat1on Farmos) is our. corporate partner for
GLIADEL® Wafer in Scandinavia, : ,

(3) In March 2002, the FDA notified us that otr supplemental New Drug Appl1cat1on to expand the labélled
- indications for GLIADEL® Wafer in the United States for use' in connect1on with prrmary surgery for
'mahgnant glioma was not approvable

(4) vDanch1 Radro1sotope Laboratorres Ltd or DRL is our corporate partner for DOPASCAN® In_]ect1on in
" Japan, Korea and Taiwan. DRL has informed us that they commenced Phase I11 clmrcal investigations in
Japan with DOPASCAN® Injection during August 2001. MAP Med1cal Technologres Oy, or MAP is

our corporate partner for DOPASCAN® Injection in Europe :

Drug Delivery Business

Our drug deliyery business focuses on the targeted and controlled delivery of drugs using biodegradable
,polymers Delivering high drug concentrations. locally for a'sustained penod of time may increase the efficacy
of cancer chemotherapy in slowing tumor growth and/or reducing tumor mass and may decrease the side
effects assoc1ated with system1c administration. Our marketed product, GLIADEL®" Wafer delivers the
cancer chemotherapeutrc BCNU (carmustine) and is used to treat a type of brain cancer called gl10blastoma
multiforme as second line therapy Until the end of 2000 our former corporate partner for this product
Aventis Pharmaceut1cal Products, Inc., or. Aventis, was respons1b1e for marketrng the product in the U.S. and
most other countries. In October 2000, we reacqurred rights to GLIADEL® Wafer from Aventis. In January
2001, we began marketing the ‘product ourselves in the U.S. and through d1str1butors elsewhere.
PACLIMER® Microspheres, a second- -generation polymer product ¢andiddte delivering paclitaxel (also
known under the brand name TAXOL®) is being studied in the clinic against ovarian cancer and we initiated
a Phase 1/1I clinical trial of PACLIMER® Microspheres in patients with non-small cell lung cancer during
March 2002. We are also domg preclrnrcal work with - PACLIMER® Mrcrospheres in additional cancer
, 1ndlcat1ons Durmg the fourth quarter of 2001, we initiated a Phase I clinical trial investigating LIDOMERTM
Mrcrospheres a polymer dehvermg lrdocame a commonly used analge51c for post operanve pain.

GLIADEL® Wafer

GLIADEL® Wafer is a novel treatment. for a type of brain cancer called glioblastoma multiforme or
GBM. GBM grows rapidly, is un1versally fatal and is the most common form of primary brain cancer (cancer
originating in the brain). GLIADEL® Wafer is a proprietary biodegradable polymer product that contains the
cancer chemotherapeutic drug BCNU (carmustine). Up to eight GLIADEL® Wafers are implanted in the
cavity created when a neurosurgeon removes a brain tumor. The wafers gradually. erode from the surface and
delivers BCN'U- directly to the tumor site in high concentrations for an extended perrod of timé. By inserting
the wafer directly at the s1te of the tumor, the rest of the patrent s body is not exposed to the toxrc srde effects
of BCNU : : , :

" In October 1995 we entered 1nto an agreement with Onon Corporat1on Pharma (“Orion Pharma”),
major Scandinavian health-care company, for the marketing, sale and distribution of GLIADEL® Wafer in
Scandinavia. Under this agreement, Orion Pharma purchases GLIADEL® Wafer from us on an exclusive .
basis for sale in Scandinavia. Orion Pharma commenced sales of GLTIADEL® Wafer in Scandinavia in 1997
on a named hospital basrs : ‘

'In-1996, the U.S. Food and Drug Administration (FDA) approved GLIADEL® Wafer for use as an
adjunct to surgery to prolong survival in patients with recurrent GBM for whom surgery is indicated. Also in
1996, we entered into agreements with Aventis (then Rhdne-Poulenc Rorer) granting Aventis marketing
rights to GLIADEL® Wafer in the U.S. and clinical development and marketing rights in the rest of the world
(excluding Scandinavia and later, Japan). Under these agreements, Aventis paid.us $7.5 million as a one time,
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non-refundable rights payment; $26.5 million as non-refundable milestone payments, and purchased $7.5 mil-
lion of our common stock. Aventis also paid us a combined transfer price and royalty of approximately 35%.:

- In October 2000, we reacquired Aventis’ rights to GLIADEL®Wafer for 300,000 shares of our common
stock then valued at approximately $8 million. Aventis continued to market GLIADEL® Wafer for a
transition period ending December 31, 2000. Since January 1, 2001, we have been responsible for the
marketing, sale and distribution of GLIADEL® Wafer except in Scandinavia, where the product continues to
be sold by Orion Pharma. Since the reacquisition of Aventis’ rights in GLIADEL® Wafer, we have built a
commercial operations function, consisting of approximately 22 internal marketing and sales management,
reimbursement and managed care specialists, medical affairs, professional services and customer service
personnel, and an approximately 27-person field sales force through Cardinal Sales and Marketing Services, a
contract sales organization (“‘Cardinal Health™). ‘

During the time that Aventis owned the dcvelbpment and _marketing rights to GLIADEL® Wafer,
Aventis obtained regulatory approval for the product in over 21 countries, including France, Germany, the
United Kingdom, Spain, Canada, South Korea and Israel.

In November 2000, we announced the results of a Phase III clinical trial investigating the administration
of GLIADEL® Wafer at the time of initial surgery for the treatment of malignant glioma. The 240-person
trial was a randomized, double-blind, placebo-controlled study conducted at 38 centers in 14 countries. Based
on the results of this study, we filed a supplemental New Drug Application with the FDA in the second
quarter of 2001, seeking approval to market GLIADEL® Wafer for first line therapy in patients newly
diagnosed with malignant glioma. In December 2001, FDA asked its Oncological Drug Advisory Committee
(ODAC) to review clinical and other information related ‘to whether to approve GLIADEL® Wafer for
patients undergoing first surgery for malignant glioma. FDA asked ODAC several specific questions relating to
various criterion that must be met for approval and votes were taken on the questions. A majority of ODAC
members present at the meeting voted that the pivotal stidy was well-controlled, that there was a clinical
benefit (increased survival) and that the benefit of GLIADEL® Wafer outweighs the risk. By a vote of 7-6,
- however, ODAC members voted that the pivotal study was not adequate. In March 2002, the FDA informed
‘us that the supplemental New Drug Application was not approvable. We remain committed to.pursuing
expanded labeling for GLIADEL® Wafer and plan to work with the FDA in order to address concerns raised
by the agency resulting from its review of the supplemental New Drug Application. We are also pursuing
regulatory approval for GLIADEL® Wafer in Europe for use in patients with newly diagnosed malignant
glioma.

The Company pays a royalty to Massachusetts Institute of Technology, or MIT, on sales of GLIADEL®
Wafer pursuant to the license agreement under which the Company acquired the underlying technology for
this product. During 2001, we expensed approximately $0.8 million in royalties to MIT.

PACLIMER® Microspheres

~ PACLIMER® Microspheres are a site specific, controlled release formulation of paclitaxel (TAXOL®)
in a proprietary biodegradable polymer called a polyphosphoester, or PPE, developed in collaboration. with
scientists at Johns Hopkins. In November 1999, we filed an Investigational New Drug Application or IND
with the FDA for the abdominal administration of PACLIMER® Microspheres. In collaboration with the
Gynecologic Oncology Group, we are currently conducting a Phase I/II clinical trial of PACLIMER®
Microspheres in women with advanced ovarian cancer. In October 2001, we filed an IND with the FDA for
the administration of PACLIMER® Microspheres in connection with the treatment of non-small cell lung
‘cancer or NSCLC. We expect to begin'a Phase I/11 clinical trial with respect to this use of PACLIMER®
Microspheres during the first quarter of 2002. We are also engaged in research on the suitability of
PACLIMER® Micros’pheres for other localized cancers, such as tumors of the head and neck and prostate.

LIDOMERTM Microspheres

- LIDOMER™ Microspheres are a site-specific, controlled release formulation of the widely used local
anesthetic, lidocaine. During the fourth quarter of 2001, we began a Phase I clinical trial of LIDOMER™
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Microspheres in.Europe, in healthy volunteers Dunng 2002, we expect to begln a Phase I/11 cl1nlcal trial of
LIDOMER™ Microspheres for use. in the treatment of -post- surg1cal pam ‘ '

Neurological Products Program

Our neurologlcal products program is engaged in the research and development of small molecules that
regenerate damaged nerves (our neurotrophlc program) or protect nerves from damage (our neuroprotectant
_ program) for’ potentral treatment of a range of neurodegenerative diseases and ‘conditions, such as Parkinson’s
disease, Alzheimer’s disease, stroke,” Amyotrophic Lateral Sclerosis, or ALS, multiple sclerosis, spinal cord
injury and peripheral neuropathies. Additionally, we are currently in Phase [ clinical trials with AQUAVAN™
Injection, a novel prodrug of propofol, a widely-used anesthetic. Through our corporate partners we are
continuing to develop our DOPASCAN® Injection imaging agent for-’the diagnosis and monitoring of
Parkinson’s disease. In addltlon we are 1nvest1gat1ng small molecule therapeuucs for certaln other neurologl-
cal cond1t1ons ' : o :

Neurotrophic Progrdm

The Company’s neurotrophic program originated from observations first made in ‘the laboratory of .

Dr. Solomon Snyder, Director of the Department of Neuroscience at Johns Hopkins, that certain proteins that
" exist within a cell, known as 1mmunoph1hns which are targets of immunosuppressant drugs such ‘as FK 506,

are enriched 10-40 fold in certain areas of the central nervous system. The Johns Hopkins scientists went on to
discover that. commeonly used immunosuppressive drugs can promote nerve growth We have exclusively
licensed rights to patent applications relat1ng to this research from Johns Hopkins. Our scientists, together
with their academic collaborators further démonstrated that the pathway leadlng to nerve regeneration could
be separated from the immunosuppréssant pathway. Our scientists have synthe51zed a large number of
proprietary small molecules, called * neuro1mmunoph111n ligands,” which are neurotroph1c in animal models of
various disease states without being 1mmunosuppress1ve are orally bloavaﬂable and are able to cross the
blood brain bamer : ‘ :

In August 1997, we entered into a collaboratton with Amgen Inc to develop-and commerc1al1ze a broad
class of neuroimmunophilin ligands, referred to as FKBP neuroimmunophilin ligands, as well as any other
compounds that may- have resulted from the collaboration, for all human therapeutic- and diagnostic
applications. During 1998, Amgen nominated a neuroimmunophilin ligand, called “NIL-A,” as the lead
compound in the program, initially targeting Parkinson’s disease. During 1999, Amgen filed an Investigational
New Drug or IND application with the U. S. Food and Drug Administration and commenced human trials
with NIL-A, focusmg on safety, tolerability and pharmacokinetic study in healthy subjects. NIL-A entered
Phase II testing in patients with Parkinson’s disease during 2000.-In July 2001, we announced results of this
Phase I, randomized, double-blind, placebo-controlled evaluation of the safety, pharmacokinetics and "
efficacy of NIL-A in patients with mild to moderate Parkinson’s disease. The results of the evaluation suggest
that NIL-A at doses of up to 1,000 mg taken orally four times a day for six months is well tolerated, but does
not produce a substantral reversal of the motor symptoms of Parkmson s disease.

. In September 2001, Amgen termrnated the collaboratlon and, thereafter, returned all nghts to the
neuroimmunophilin technology to us, 1nclud1_ng certain clinical trial supplies for which we paid $0.2 million.
We are currently evaluating the secondary endpoints in the trial to determine whether. NIL-A may provide
some benefit for certain of the non-motor symptoms of Parkinson’s disease.

_ Additionally, we are conducting preclinical research for the use of neuroimmunophilin ‘compounds for
other clinical indications, including Alzheimer’s disease, nerve crush, traumatic brain. i 1n}ury, traumatic spinal
cord injury, multlple sclerosis, neuropathy and stroke. :

To date, we have been granted or have obtained rights to more than 30 U.S. patents relating to our
neuroimmunophilin compounds program, including a broad use patent cla1m1ng the use of compounds having
an affinity for FKBP to stimulate growth of damaged neurons in patients suffering from Parkmson s disease,
Alzheimer’s disease or physical damage to the spinal cord. S :
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Further; we are engaged in preclinical research and development of other small molecule neurotrophlc
compounds in addition to the FKBP neuroimmunophilin ligands: :

Neuroprotectant Program

In our neuroprotectant program, our scientists are developing novel compounds to protect bram cells from
1schem1a (the lack of oxygen delivery from reduced blood ﬂow) and other disorders caused by masswe release
of exc1tatory amino acid neurotransmitters such. as glutamate. We have been explonng distinct intervention
points in' a biochemical pathway that can lead to neuronal damage, 1nclud1ng (i) pre-synaptic inhibition of
glutamate release by inhibiting the enzyme, N-acetylated alpha-linked acidic dlpeptldase or NAALADase;
and (ii) post-synaptic inhibition of the enzyme, poly (ADP- nbose) polymerase or PARP. In the first quarter
. of 2000, we licensed from Dr. Snyder’s. laboratory rights to patents related to Serine Racemase, an enzyme
which plays a key role in the activation of an important post- synaptic glutamate receptor, the N-Methyl
D-Aspartate or NMDA receptor. We are working on the selective inhibition of NAALADase, PARP Serine
Racemase and other enzymes in the biochemical pathway to neuronal damage and death as possible
mechanisms. for inhibiting the toxic effects of excess glutamate in neurological diseases and conditions.

- NAALADase Inhibitors

. The initial therapeutlc targets of our NAALADase inhibitor compounds is neuropathlc pain and dlsease
modification of diabetic neuropathy, a deblhtattng and progressive disorder involving severe pain, sens1t1v1ty,
tingling, weakness and numbness in a patient’s extremities. It may affect close to one million Americans, yet
there is currently no therapy approved in the United States to treat this disorder. In animal models, we have
demonstrated that treatment w1th NAALADase inhibitors can normalize pain sensitivity, improve nerve
conductlon velo<:1ty (the speed at which - ‘a nerve impulse travels), and promote re-myelination of peripheral
nerves. In Deécember 2000, we initiated clinical testing of GPI 5693, one of our NAALADase 1nh1b1tor
compounds. This Phase T Study, conducted in Europe, evaluated the safety, tolerability and pharmacokmetxcs
of the compound in healthy subjects and suggested that it may be wéll tolerated at dose levels up to 750 mg
per day. Our scientists have also identified NAALADase inhibitor compounds that appear to be 100 times
more potent than: GPI 5693. We are continuing laboratory research with these compounds in models of
diabetic. neuropathy as well as several other neurodegenerative disorders,.including chronic pain, schizophre-
nia, head trauma, Amyotrophic Lateral Sclerosis (ALS), glaucoma and .Parkinson’s disease.

* To date, more than 20 U.S. composition of matter and use patents have been issued relating to our
NAALADase inhibition program, including a broad use patent claiming the use of NAALADase inhibitors
generally for the treatment of glutamate abnormalities (such as stroke ALS and Parkmsons disease),
compulswe disorders and prostate cancer. :

PARP Inhzbzzors

Our scientists and thetr academlc collaborators were among the ﬁrst 1o 1nvest1gate the use of PARP
inhibitors for the prevention of glutamate neurotoxicity. Studies by. several academlc laboratories using mice
that have been genetically altered to possess no or greatly diminished PARP activity suggest that the absence
of PARP activity may reduce the area of neuronal damage from stroke by up to 85%-90%, and the area of
heart muscle damage during a ‘heart attack by about 40%. Some of our prototype PARP inhibitors have
achieved similar results in preclinical models of stroke and heart attack in animals. In addition, our scientists
have achieved neuroprotective results not only in transient ischemia models of stroke, but also in the more
rigorous permanent ischemia models of stroke.

- 'We have identified a number of novel PARP inhibitors with preclinical eﬂicacy In addltlon we have
obtained results-in animal experiments suggesting that PARP inhibitors have potential utility in many
therapeutic areas, including myocardlal ischemia, traumatic head 1nJur1es Parkinson’s disease, septic shock,
type I dlabetes and arthritis.

We have ﬁled NUmMerous patent apphcatlons in the U.S. and abroad relatlng to novel compositions of
matter and methods of use with respect to PARP inhibitors. To date, we have rights to two issued U.S. patents
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in -the. field, mcludmg one generally claiming the use of. PARP 1nh1b1tors for the prevent1on of glutamate '
_neurotoxrclty S ol .

AQUA VAN™ Injection -+

In the first quarter of 2000, we licensed from ProQuest Pharmaceuticals Inc., or ProQuest, rights relating.
to a novel prodrug of a widely used anesthetic, propofol. A prodrug is a compound that is metabolized in the
body into a drug. The prodrug, which we' have named. AQUAVANTM Injection, is water-soluble and converts
to propofol upon intravenous administration. In contrast, propofol, which has been approved for use by the
FDA, is itself administered in a lipid emulsion, which can cause complications, such as short shelf life, clogged
IV tubing, elevated blood lipids and a potentially h1gher incidence-of bacterial contamination. AQUAVAN™
Injection may offer clinical benefit td patients both as an ICU sedating agent and an anesthes1a induction
drug: : ' . - o B

Since we licensed AQUAVANTM Injectlon from ProQuest we have conducted three. Phase 1 clmlcal
studies in Europe in healthy volunteers and in December 2001, commnienced an additional Phase I study in
Europe, which ‘is'a bolus dose escalation study. We' are’ workmg with ' anesthesrologrsts and regulatory
consultants to explore recommendatlons for further clmlcal studies.

We have exclusive nghts to-a composmon of matter patent covermg AQUAVANTM Injectlon

. Dzagnostzc Imagmg Agent Program — DOPASCAN® In_]ectlon N

DOPASCANZ® Injection, our product candidate for the d1agn031s and momtormg of Parkmson ] drsease
is.administered intravenously in trace quantities and’ allows physicians to obtain images and measure the -
degeneration of dopamine neurons.in the brain. Dopamine neurons are highly concentrated in a-specialized

area of the brain that degenerates in patients with Parkinson’s disease. Parkmson s-disease is a common

neurodegeneranve disorder affecting more than 900,000 patlents in the United States.

In its early stages ‘Parkinson’s disease can be very drﬁicult to distinguish clinically from. other drseases
with” s1mllar symptoms. but which do not respond well or at 4ll to specific therapy for Parkinson’s disease.
Unfortunately, there are no diagnostic tests in the Unitéd States currently marketed or commercrally available’
that can reliably detect the degeneration-of Dopamine neurons, and the typical delay between the onset of
symptoms of Parkinson’s disease and clinical diagnosis is more than two years. The primary way to establish
the diagnosis at present is through repeated physician visits and the use of therapeutic trials of drugs such as
L Dopa, which carry with them the risk of unnecessary and sometimes severe side effects.

Followmg intravenous injections with DOPASCAN® Injectron 1mages of a subject ] bram are obtamed
with a SPECT camera and can identify the loss of dopamine neurons in the brain. To date, over 2,000 patlents
have been.imaged in the United States and Europe using DOPASCAN® Injection. In a multi-center
Phase IIb clinical trial conducted by thie Parkinson’s Study Group in the United States and completed in 1997,
DOPASCAN® Injection accurately differentiated patients clinically diagnosed with a Parkinsonian disorder
(i.e., Parkinson’s disease and progressive supranuclear. palsy) from subjects without a Parkinsonian-disorder
- (e g- essential tremor and healthy controls) with a high sensitivity (98%) and specificity (97%). In addition,
no.serious adverse events were attributed to. DOPASCAN® Injection in thrs study: ‘

There can-be no assurance however, that s1m11ar results will be seen in any other clinical tnals for
DOPASCAN® Injection that may be conducted in the future or that DOPASCAN® Injecnon will be
approved as a safe and effective FDA- approved d1agnost1c

“We have entered rnto an agreement wrth Daiichi Radrorsotope Laboratorres Ltd., or DRL a leadmg
Japanese radiopharmaceutical company, to develop and commercialize DOPASCAN® InJectlon in Japan,
Korea and Taiwan. DRL has informed us that it commenced a Phase 11 chmcal trial with the product in
August 2001. :

- In” January 2002,'we annouriced that vve 'ha"d licensed the - exclusive - European development and
commercialization rights for DOPASCAN® Injection ‘to MAP Medical Teclinologies Oy of Finland:"Under
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the terms of the agreement, MAP and its affiliated companies received -exclusive development, marketing;
sales and distribution rights to DOPASCAN® Injection for all European Union member states and other
select European markets. Under the agreement, MAP will be responsible for seeking regulatory approvals, and
for manufacturing, marketing and selling DOPASCAN® Injection in these countries.

Manufacturmg and Raw Materials

We currently manufacture GLIADEL® Wafer using a propnetary process at our 18,000 square foot
manufaeturmg facility in Baltimore, Maryland,. which includes areas designated for packagmg, quality
assurance, laboratory, and warehousing. The manufacturing facﬂlty has been in operation since April 1995. It
was initially inspected by the FDA in October 1995, and was re-inspected by the FDA.in February 1999. Also,
in :‘October 1999, we were inspected by the Medicines Control Agency, the United Kingdom’s regulatory
authority. The facilities we are currently using for manufacturing enable us to produce up to
g, 000 GLIADEL® Wafer treatments (each consisting of erght wafers) annually.

. In January 1998, we completed constructlon of an expansion of our manufactunng facﬂltles to allow for
the additional synthesis of the polyanhydride co-polymer used in the manufacture of GLIADEL® Wafer. We
also will be able to use this facility to produce our newest proprietary biodegradable polymers, the PPEs, in
connection with the development of other polymer-based products. In addition, we completed construction of
a second clean room facility in 1998, which we expect could allow us to increase our GLIADEL® Wafer
manufacturing capacity to 20,000 treatments annually. We further expect this second clean room facility will
provide sufficient capacity to produce our clinical supply of PPE-based oncology product candidates
(mcludmg PACLIMER® M1crospheres) needed in the future .

We - believe that the various materials used in GLIADEL® Wafer are readily avarlable and will continue
to be. available at reasonable prices. Nevertheless, while we believe that we have an adequate supply of
BCNU, the active chemotherapeutic ingredient in "GLIADEL® Wafer, to meet current demand, any
interruption in the ability of our two current suppliers to deliver this ingredient could -prevent us from
delivering the product on a timely basis. Failure of any supplier to provide sufficient quantities of raw material
for GLIADEL® Wafer or any of our product candidates in accordance w1th the FDA’s current Good
Manufacturing Practice, or cGMP regulations could cause delays in clinical trlals and the commercrahza‘uon
of our products

Marketmg, Sales and Distribution

Prior to 2000, our strategy had been to establish collaborations with larger pharmaceutrcal companies
where possible, to develop and promote products that require extenswe development, sales and marketing
resources

However, during 2000, we ‘began the transformatron into a fully-mtegrated pharmaceutical company
through our reacquisition of Aventis’ rights to GLIADEL® Wafer. In November 2000, David P. Wright
joined us.as our Executive Vice President, Commercial Operations. In February 2002, Mr. Wright was
promoted to President and Chief Business Officer. Mr. Wright has extensive experience in the marketing, sale
and distribution of pharmaceutical products. He has assembled a sales and marketing department consisting of
marketing, sales management, medical affairs, reimbursement and other relevant functions to manage a 27-
member sales force provided through Cardinal Health. In addition, our GLIADEL® Wafer product is
d1str1buted through Cord Logistics, Inc., which handles fulfillment of customer orders

Dunng 2001, we established our own sales and marketing subsidiary in Canada. ThlS subsidiary wrll be
respons1ble for all aspects of the sales and marketlng of GLIADEL® Wafer throughout Canada, including
receiving pricing and reimbursement approvals from the Canadlan National Healthcare System. GLIADEL®
Wafer will be supplied to our Canadian customers through a third-party loglstlcal distributor. In Europe, we
have an arrangement with IDIS Limited, based in the U.K., for the distribution of GLIADEL® Wafer on a
named hospital basis, while we establish a network of regional distributors to market, sell and distribute the
product throughout the continent. We have also established arrangements for the marketing, sale and
distribution of GLIADEL® Wafer in Isracl, Hong Kong-and the People’s Republic of China.
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The establishment of our Commercial Operations function provides us with the opportunity and flexibility
to- market and sell other products we are developing, ‘such as: AQUAVAN® Injection, PACLIMER®
Microspheres and. LIDOMER™ Microspheres, in the U.S while‘»seeking development and/or commerciali-
zation partners elsewhere in the world. R

Government Regulatron and Product Testing

’

All domestic prescrrp‘uon pharmaceutical manufacturers are subject to extensive regulat1on by the federal
government, principally the FDA and, to a lesser extent, by state and local governments as well as foreign
governments if products are marketed abroad. Biologics and controlled drug products, such as vaccines and -
narcotics, and radiolabeled drugs, are often regulated more stringently than are other drugs. The Federal Food,
Drug, and Cosmetic Act and other federal statutes and regulations govern or influence 'the developmeént,
testing, manufacture, labeling, storage, approval, -advertising, promotron sale and drstrrbutron of prescription
pharmaceutrcal products Pharmaceutical manufacturers are also subject to certain ingpection, registration,
recordkeeping and reporting requrrements Noncompliance wrth apphcable requirements can result'in warning
letters, fines, recall or seizure of products, total or partial suspens1on of production and/or distribution, refusal
of the- government to enter into supply contracts or to approve marketing applrcat1ons ‘and . crlmrnal
prosecutron

Upon FDA approval, a drug may:only be marketed in the Unrted States for the approved indications i in
the approved .desage forms and at the approved dosage levels. The FDA also may require’ post-marketing
testing and surveillance to monitor a drug in larger and more diverse patient populations.. Manufacturers of
approved drug products are subject to ongoing compliance with FDA regulations. For example, the FDA"
mandates that drugs be manufactured in conformity with -the FDA’s applicable cGMP' regulations. In
complymg with the cGMP' fegulations, manufacturers must continue to spend time, money and effort in
production, recordkeeping and quality control to ensure that thé’ product meets applicable 'specifications-and
other requirements. The FDA penodrcally inspects drug manufacturing facilities to ensure comphance with its
cGMP regulatrons ‘Adverse experiences with the-commercialized product nust be reported to the FDA. The
FDA also may require the submission of any lot of the product for-inspection and may restrict the release of
any lot. that does not comply with FDA regulatrons or may otherwise order the suspension of manufacture,
voluntary. recall or seizure. Product approvals may be withdrawn if comphance with regulatory requirements is
'not maintained or if problems concerning safety or efﬁcacy of the product occur followrng approval

R o

' Full Clinical T. esting Requirentents

The steps required before a drug may be commercially drstrrbuted in the United States include:
(i) conducting appropriate prechnrcal laboratory and anrmal tests; (ii) submitting to the FDA an application
for-an IND, which must become effective before clrnlcal trrals may commence; . (iii) conducting well- -
controlled human clinical trials that establish the safety and efficacy of the drug product; (iv) filing with the
FDA a New Drug Application (NDA) fornon- brologrcal drugs; and (v) obtarnrng FDA approval of the NDA
prior to any commercial sale or shrpment of the non-biological drug. NDA'’s also must include a descnptron of
the manufacturing processes, including qualrty control procedures and validation requirements. o

With respect to ‘a drug product with an active 1ngred1ent not prev10usly approved by the FDA, the
manufacturer must” usually- submit a full NDA, including' complete teports of preclinical, clidical and
laboratory studies, to prove that the product is safe and effective. A full NDA may also'need to be submitted
for a drug product with a previously approved active ingredient if studies are required to demonstrate safety
and efficacy, such as when- the drug will be used to treat an 1ndrcat10n for which the drug was not previously
approved, or where the dose or method of drug delrvery is changed In addition, the manufacturer, of an
approved drug may be required to submit for the FDA’s review and approval a supplemental NDA, mcludrng
reports of appropriate clinical testing, prior to marketing the drug with additional indications or making other
significant changes to the product or its manufacture. A manufacturer intending to conduct clinical trials
ordinarily will be required first to submit an IND to the" FDA containing information relatlng to previously
conducted preclinical studres o :




Preclinical testing includes formulation development, laboratory evaluation of product chemistry and
animal studies to assess the potential safety and efficacy of the product formulation. Preclinical tests to support
an FDA application must be conducted in accordance with the FDA regulations concerning Good Laboratory
Practices (GLPs). The results of the preclinical tests are submitted to the FDA as part of the IND.and are
reviewed by the FDA prior to authorizing the sponsor to conduct clinical trials in human subjects. Unless the
FDA issues a clinical hold on an IND, the IND becomes effective 30 days following its receipt by the FDA.
There is no certainty that submission of an IND will result in the commencement of clinical trials or that the
commencement of one phase of a clinical trial will result in commencement of other phases or that the
performance of any clinical trials will result in FDA approval. :

Clinical trials for new drugs typically are conducted in three phases, are subject to detailed protocols and
must be conducted in accordance with the FDA’s regulations concerning good clinical practices (GCPs).
Clinical trials involve the administration of the investigational drug product to human subjects. Each protocol
indicating how the clinical trial will be conducted in the United States must be submitted for review to the
FDA as part of the IND. The FDA’s review of a study protocol does not necessarily mean that, if the study is
successful, it will constitute proof of efficacy or safety. Further, each clinical study must be conducted under
the auspices of an independent institutional review board (“IRB™) established pursuant to FDA regulations.
The IRB considers, among other factors, ethical concerns and informed consent requirements. The FDA or
the IRB may require changes in a protocol both prior to and after the commencement of a trial. There is no
assurance ‘that the IRB or the FDA will permit a study to go forward or, once started, to be completed.
Clinical trials may be placed on hold at any time for a variety of reasons, particularly if safety concerns arise,
or regulatory requirements are not met. -

The three phases of clinical trials are generally conducted sequentially, but they may overlap. In Phase I,
the initial introduction of the drug into humans, the drug is tested for safety, side effects, dosage tolerance,
metabolism and clinical pharmacology. Phase II involves controlled tests in a larger but still limited patient
population to determine the efficacy of the drug for specific indications, to determine optimal dosage and to
identify possible side effects and safety risks. Phase I1 testing for an indication typically takes at least from one
and one-half to two and one-half years to complete. If preliminary evidenqe‘ suggesting effectiveness has been
obtained during Phase II evaluations, expanded Phase III trials are undertaken to gather additional
information about effectiveness and safety that is needed to evaluate the overall benefit-risk relationship of the
drug and to provide an adequate basis for physician labeling. Phase III studies for a specific indication
generally take from two and one-half to five years to complete. There can be no assurance that Phase I,
Phase 11 or Phase III testing will be completed successfully within any spec1ﬁed time period, if at all, with
respect to any of our product candidates.

Reports of results of the preclinical studies and clinical trials for non-biological drugs are submitted to the
FDA in the form of an NDA for approval of marketing and commercial shipment. The NDA typically
includes information pertaining to the preparation of drug substances, analytical methods, drug product
formulation, and details on the manufacture of finished product as well as proposed product packaging and
labeling. Submission of an NDA does not assure FDA approval for marketing. Approval of a non-biological
~drug is dependent on a variety of factors, particularly on evidence consisting of adequate and well-controlled
investigations. FDA will often use advisory committees to help decide whether a new product or new uses
should be approved. Committee recommendations are purely advisory, however; FDA may not use the
Committee’s recommendations in determining whether to approve a new drug, although FDA frequently
follows the Committee’s advice. ‘

User fee legislation now requires the submission in federal fiscal year 2002 of $313,320 to cover the costs
of FDA review of a full NDA. Annual fees are also required for certain approved prescription drugs and for
their' manufacturers. The current user fee legislation expires at the end of September, 2002. The failure to
reauthorize PDUFA could have a serious impact on the reviéw times and approval rates for all”drugs,
including Guilford’s candidate drugs -

~ The median FDA approval time is currently about 12 months for new drugs subject to user fee leglslatlon
although clinical development, reviews, or approvals of treatments for cancer and other serious or life-
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threatening diseases may be accelerated, expedited or fast-tracked. In addition, approval times can vary widely
~among the various reviewing branchies of the FDA. The approval process may take substantially longer if,
among other things, the FDA has questions or concerns about the safety and/or efficacy of a product..In -
" general, the FDA requires at least two properly conducted, adequate and well-controlléd clinical studies’
demonstrating safety and efficacy with sufficient levels of statistical assurance. In certain limited cases the
FDA may consider one clinical study sufficient. The FDA also may request long-term toxicity studies or other
studies relating to-product safety or efficacy. For example, the FDA may require additional clinical tests
following NDA approval to confirm product safety-and efficacy (Phase.IV. clinical tests) or require other
conditions for approval. Notwithstanding the submission of such.data, the FDA ultimately may decide that
'the application does not satlsfy its regulatory criteria-for approval.

Conﬁrmatory studres similar 1o Phase IT clinical studies may be conducted after, rather than before,
FDA approval under certaln circumstances. The FDA may determine under its expedrted accelerated, or fast-
track provisions that previous limited studies establish an adequate basis for drug product approval provided
that the sponsor agrees to conduct additional studies after approval to 'verify safety and effectiveness.
Treatment of patients not in clinical trials with an experimental drug may also be allowed under a Treatment
IND before general marketing begrns Charging for an 1nvest1gatlona1 drug also may be allowed under a
Treatment IND to recover certain costs of development if various requlrements are met. "These cost- recovery, ‘
. Treatment IND,; and expcdrted ‘accelerated.or fast-track approval provisions are limited, for example, to drug
products (i) . 1ntended to.treat AIDS or other serious severely deblhtatrng or. life- -threatening diseases
especrally and that provrde meanlngful therapeutic benefit to patients over existing treatments, (ii) that are for
diseases for which no satlsfactory alternative therapy exists, or (iii) that address an unmet medical need. No
assurances exist that our product candidates will qualify for cost- -recovery, expedrted accelerated, or fast- track
approvals or for treatment use under the FDA’s regulatlons or the current statutory provisions.

The full NDA -process for newly marketed non-biological drugs, sich as those being developed by us‘
including FKBP neuroimmunophilin ligand products and inhibitors of NAALADase ‘and PARP, can take:a
number of years and involves the expenditure of substantral resources. There can be no assurance that any
'approval will be’ granted on a tlmely basis, or at all, or that we wrll have sufﬁment resources to carry such
potentlal products through the regulatory approval process

Abbrevzated T estmg Requtrements

The Drug Price. Competrtlon and Patent Term Restoratron Act of 1984 (“DPC- PTR Act”) estabhshed
abbreviated-procedures for.-obtaining FDA approval.for many . non-biological drugs which are’ oi’f—patent and
‘whose marketing exclusivity has expired. Applicability of the DPC-PTR ‘Act means that a full NDA is not
required for approval of a competitive product. Abbreviated requirements are applicable to drugs which are,
for example, either bioequivalent to brand-name drugs or otherwise similar to brand-name drugs, such that all
the safety and efficacy studies previously- done on the innovator product need not be repeated for approval.
Changes il approved drug products, such as in the-delivery system, dosage form, or strength, can. be the
subject of abbreviated application requirements. There can be no assurance that abbreviated applications will
‘be available or suitable for our non-biological drug products, including our efforts to develop a.controlled-
release formulation of ‘the'.chemotherapeutic agent, pachtaxel (TAXOL®) ‘using our PPEs or that FDA
-approval of such apphcatlons can be obtained. : Lo

A ﬁve -year perlod of market exclusrvrty is provrded for newly marketed active 1ngred1ents of. drug
products not previously approved and a three-year period of market exclusivity is provided for certain changes
‘in approved drug products for which reports of new clinical investigations are essential for approval (other than
bioequivalence studies). A period of three years is available for changes in approved products, such as in -
~ delivery systems of previously approved products. These periods of marketing exclusivity mean that products
that are the subject of abbreviated applications, which generally rely to some degree on approvals or on some
data submitted by previous applicants for comparable innovator drug products, cannot be marketed during the

- period :of  exclusivity. The market -exclusivity provisions of the DPC-PTR.Act bar only. the marketing of
“competitive products that-are the subject of abbreviated applications, not products that are-the subject of full
NDAs. The DPC-PTR Act also may provide a maximum time of five years to be restored to the life of any
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'one patent for the period it takes to obtain FDA approval of a drug product, including biological drugs. No
assurances exist that the.exclusivity or patent restoration benefits of the DPC-PTR Act will apply to any of our.
product candidates.

Other Regulation

Products marketed outside the United States which are manufactured in.the United States are subject to
certain FDA export regulations, as well as regulation by the country-in which the products are to be sold.
U.S. law can prohibit the export of unapproved drugs to certain countries abroad. We also would be subject to
foreign regulatory requirements governing clinical trials and pharmaceutical sales, if products are marketed
abroad. Whether or not FDA approval has been obtained, approval of a product by the comparable regulatory
authorities of foreign countries must usually be obtained prior to the commencement of marketing of the
product in those countries. The approval process varies from country to country and the time required may be
longer or shorter than that required for FDA approval.

In addition to the requirements for product approval, before a pharmaceutical product may be marketed
_and sold in certain foreign countries the proposed pricing for the product must be approved as well. Products
may be subject to price controls and/or limits on reimbursement. The requirements governing product pricing
and reimbursement vary widely from country to- country and can be 1mplemented disparately at the national
level. The European Union generally provides options for its fifteen Member States to restrict the range of
medicinal products for which their national health insurance systems provide reimbursement. Member States
in the European Union can opt to have a “positive” or a “negative” list. A positive list is a listing of all
medicinal products covered under the national health insurance system, whereas a negative list designates
which medicinal products are excluded from coverage. In the European Union, the United Kingdom and
Spain use a negative list approach, while France uses a positive list approach In-Canada, each province
decides on reimbursement measures.

The European Union also generally provides options for its Member States to control the prices .of
medicinal products for human use. A Member State may approve a specific price for the medicinal product or
it may instead adopt a system of direct or indirect controls on the profitability of the company placing the
medicinal product on the market. For example, the regulation of prices of pharmaceuticals in the United
Kingdom (U.K.) is generally designed to provide controls on the overall profits that pharmaceutical
companies may derive from their sales to the U.K. National Health Service. The U.K. system is generally
based on profitability targets .or limits for individual companies which are normally assessed as a return on
capital employed by the company in servicing the National Health Service market, comparing capital
employed and proﬁts

In comparison, Italy generally establishes prices for pharmaceuticals based on a price monitoring system.
The reference price is the European average price calculated on the basis of the prices in four reference
markets: France, Spain, Germany and the UK. Italy typically levels the price of medicines belonging to the
same therapeutic class on the lowest price for a medicine belonging to that category (i.e., same active
principle, same pharmaceutical form, same route of administration). Spain generally establishes the selling
price for new pharmaceuticals based on the prime cost, plus a profit margin within a range established each
year by the Spanish Commission for Economic Affairs. Promotional and advertising costs are limited.

- In Canada, prices for most new drugs are generally limited such that the cost of therapy for the new drug
_ is in the range of the cost of therapy for existing drugs used to treat the same disease in Canada. Prices of
breakthrough drugs and those which bring a substantial improvement are generally limited to the median of
the prices charged for those drugs in other industrialized countries, such as France, Germany, Italy, Sweden
Sw1tzer1and the U K and the United States.

There can be no assurance that any country which has price controls or. relmbursement limitations for
pharmaceuticals will allow favorable reimbursement and pricing arrangements with respect to our applications
for GLIADEL® Wafer outside of the United States. ‘

12




We are also governed by other federal, state and locdl laws. These laws include; but are not limited to, .
those regulating working conditions enforced by the Occupational Safety and Health Administration and
regulating environmental hazards under such statutes as the Toxic Substances Control Act, the Resource
- Conservation and Recovery Act and other environmental laws enforced by the United States Environmental
Protection Agency (“USEPA”) The Drug Enforcement Agency (DEA) regulates controlled substances'
such as narcotics. A precursor compound to DOPASCAN® Injection is a tropane-derivative similar to cocaine .
and thus is subject to DEA regulatlons Establishments handling controlled substarnices must, for example, be
licensed and inspected by the DEA, and may be subject to export, import, sécurity and’ production quota
requirements. Radiolabeled products, including drugs, are also subject to’ regulatlon by the Department of
Transportation and to state and federal licensing requirements. Various states-often. have comparable health
and environmental laws, such as those governing the use and disposal of controlled and radiolabeled products.

'Intellectual Property nghts

As of December 31; 2001 we owned or had licensed nghts to more than 100 U.S. patents and 700 uU. S
and foreign patent. applrcatlons protecting our key technologies. We also own certam trademarks.

The value of our mtell‘ectual property rights is subject to various uncertamtres and contmgencies The
scope of intellectual property protection afforded to pharmaceutical and biotechnological inventions is
uncertain, and our product candidates are subject to this uncertainty. We cannot be: certain that any of our
patent applications will be granted, that additional products or processes we develop will be patentable, or that
any-of our patents will provide us with any compétitive advantages: In addition, any existing or future patents
or intellectual property owned by us’ may be challenged 1nval1dated or c1rcumvented by others

Further other companres have been issued patents and have ﬁled patent apphcat1ons relatmg to our key
technologies. While we do not believe that we are infringing any valid patents of which we are aware, we
cannot be certain that our products or product candrdates will not infringe or, be dommated by patents that
have issued or may issue to thrrd partres

- We control the d1sclosure and use of our propnetary information through conﬁdentrahty agreements with
employees, consultants and other third part1es However, our confidentiality agreements may not be honored,
disclosuire of our propriétary information may occur, and disputes may anse concernrng the ownership of
1ntellectual property or the applicability of confidentiality obligations.

We support and collaborate in research conducted by other companies universities and governmental
research organizations. We may not be able to acquire exclusive rights to the intellectual property derived
from such collaborations and disputes may arise as to rights in derivative or related research programs that we
conduct, To the extent that consultants or other research collaborators use third parties” intellectual property
in their work with us, disputes may also arise as to the nghts to. resultrng 1ntellectual property In addrtron in
the event we breach any of our collaboratrve research contracts, such a breach. may cause us to lose certain
licensed intellectual property nghts '

If we are required to defend against charges of infringement of intellectual property rights of third parties
or assert our own intellectual property rights against third parties, we may incur substantial costs and could be
enjoined from commercrahzmg certain products. We may also be required to pay monetary damages. To avoid
. or settle 11t1gat10n we may seek licenses from third part1es or attempt to, redesign our products or processes to
avoid infringement. However, we may not be successful in obtaining lrcenses or successfully redesigning our.
products or processes. :

We could also be required to participate in U.S. interference proceedings or international patent
oppositions.- In fact, in order to protect our intellectual property position with- respect to our neuroimmu-
nophilin ligands, we filed a' European opposition in 1998 to revoke another company’s European .patent. In
2000, we won this opposition, and the subject patent was revoked. However, the patentee has appealed the
initial determination, and the patent could be reinstated. If the patent is reinstated, litigation could result.




Technology Licensing Agreements

In March 1994; we entered into an agreement (the “GLIADEL® Wafer Agreement”) with Scios Inc.
pursuant to which we licensed from Scios exclusive worldwide rights to numerous U.S. patents and patent
applications and Corresponding"international patents and patent applications for polyanhydride biodegradable
polymer technology for use in the field of tumors of the central nervous system and cerebral edema.
GLIADEL® Wafer is covered under this license by two U.S. patents and certain related international patents
and patent applications. The patent rights in the U.S. will expire in 2005. In April 1994, Scios assigned all of
its rights and obhgatlons under the GLIADEL® Wafer Agreement to MIT.

Under the GLIADEL® Wafer Agreement we are obligated to pay a royalty on all net sales of products
incorporating- such technology as well as a percentage of all royalties received by us from sublicensees and
certain advance and minimum annual royalty payments. We have exclusive worldwide rights to the technology
for brain cancer therapeutics, subject to certain conditions, including a requirement to perform appropriate
preclinical tests and file an IND with the FDA within 24 months of the identification of a drug-polymer
product having greater efficacy than GLIADEL® Wafer. In addition, we are obligated to meet certain
development milestones. Although we believe that we can comply with such obligations, our failure to perform
these obligations could result in losing our rights to new polymer-based products.

In June 1996, we entered into a license agreement with MIT and. Johns Hopkins regarding a patent
application covering certain biodegradable polymers for use in connection with the controlled local delivery of
certain chemotherapeutic agents (including paclitaxel (TAXOL®) and camptothecin) for treating solid
tumors. Under this agreement, we are obligated to make certain annual and milestone payments to MIT and
to pay royalties based on any sales of products incorporating the technology licensed to us. Furthermore, under
the terms of the agreement, we have committed to spend minimum amounts to develop the technology and to
meet certain development milestones. Although we believe that we can comply with such obligations, our
‘ fallure to perform these obligations could result in losing our rights to such technology.

In July 1996, we entered into a license agreement with Johns Hopkins that currently covers several
U.S. patents respecting certain PPEs developed at Johns Hopkins and patent applications for additional PPEs.
This agreement, among other things, requires us to pay certain processing, maintenance and/or up-front fees,
milestone payments and royalties, a portion of proceeds from sublicenses, and fees and costs related to patent
prosecution and maintenance and to spend minimum amounts for, and meet deadlines regardmg, development
of this technology. In the event of termination of these l1censes we could lose our nghts to the use of the
licensed technology.

We and Johns Hopkins are parties to exclusive hcense agreements covering the neurotrophic use of
neurounmunophlhn ligands, which were jointly discovered by scientists at, and are jointly owned by, Johns
Hopkins and us, and the inhibition of PARP for neuroprotective uses and certain other technologies. These
agreements require us to pay, among other things, certain processing, maintenance, and/or up-front fees,
milestone payments and royaltles a portion of proceeds from sublicenses, and fees and costs related to patent
prosecution and maintenance and to spend minimum amounts for, and meet deadlines regarding, development
of the technologies. In the event of termination of these licenses, we could lose our rights to use the licensed
technology (or in the case of joint inventions, exclusive use of such technology).

We obtained exclusive worldwide rights to DOPASCANZ® Injection pursuant to a March 1994 license
agreement (the “RTI Agreement”) with Research Triangle Institute (“RTI”), which grants us rights to
various U.S. and international patents and patent applications relating to binding ligands for certain receptors
in the brain which are or may be useful as dopamine neuron imaging agents. DOPASCANZ® Injection and
certain related precursors and analogues are covered by U.S. patents which start expiring in 2009, as well as
certam related international patents and patent apphcatlons

Under the RTI Agreement, we relmbursed RTI for certain past patent- related expenses and agreed to
make annual payments to RTI to support mutually agreed-upon research that was conducted at RTI through
March 1999. In addition, we are obligated to pay RTI a royalty on gross revenues we receive from products
derived from the licensed technology and from sublicensee proceeds and to make certain minimum royalty
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payments following the first commercial sale of such products. We- must use commercially reasonable efforts
. to develop products related to the licensed technology and to meet certain performance milestones. Our failure
to perform our obhgatrons under the RTI Agreement in the future could result in termrnatron of the license.

In March 2000, we entered into a license agreement w1th ProQuest Pharmaceu‘ncals Inc or ProQuest
which granted us exclusive worldwide development and commercialization rights to a prodrug of propofol,
- which we later named AQUAVAN™ Injection. Under the terms of the license agreement, we made an -
upfront payment to ProQuest in exchange for an equity position in the company and we are required to make
additional payments to ProQuest based on the -achievement of certam development milestones. We will ‘also
pay ProQuest royaltles on AQUAVANT‘4 InJectlon sales :

United States Government Rights =~ - SEEECE R

‘ Aspects of the technology licensed by us under agreements w1th th1rd party 11censors may be subject to
certain government rights. Government rights”in inventions conceived or ‘reduced to practice under a
government-funded program  (¥subject inventions”) may includé' a non-exclusive, royalty-frée worldwide
license to practice’ or have pract1ced such “inventions for any governmental purpose. In addition, the
U.S. government has the right to require us to grant licenses which. shall be exclusive under any “of such
inventions to a third party if they determine that: (i) adequate steps have not been taken to commercialize

-such inventions; (ii).such action is necessary to meet public health.or safety needs; or (iii) such action is
necessary to meet requirements for public use under federal regulations. The U.S, government also has the
right to take title to a subject invention if there is a failure to disclose. the invention and elect title .within
specified time limits. In addition, the U.S. government may. acquire. title in.any country in which a patent
application is not filed within specified time limits. Federal law requires any licensor of an invention that was
partially funded by the federal ‘government to obtain a covenant from any exclusive licensee to manufacture

: 'products using the invention substantially in the United States. Further; the govérnment rights include the

rrght to'use and disclose, without limitation, technical data- relating to licensed technology that'was developed

in whole or in part at government expense. Our pr1nc1pal technology hcense agreements contam provrsrons
recognrzlng these government ‘rights.’

.Competltron ' S ' S S

We are involved in technologrcal ﬁelds in which developments are expected to contrnue at a rapid pace.
Our success depends upon our-ability to compete effectively in the research, development and commercializa-
tion of products and technologies in our areas of focus. .Competition from pharmaceutical, chemical and
biotechnology companies, universities and research institutes is intense and expected to increase. Many of
these competitors have substantially greater research and development capabilities and experience and greater
manufacturing, marketing, financial and managerial resources than we do and represent significant competi-
tion for us. Acquisitions of competing companies by large pharmaceutical or other companies could enhance
the financial, marketing and other resources available to these competitors. These compentors may develop
products which are superior to ‘those that we have under development

We are aware of several competmg approaches under development for the treatment of mahgnant glloma '
including using radioactive seeds for interstitial radiotherapy, increasing the permeability of the blood-brain
barrier to chemotherapeutic agents, sensitizing cancer cells to chemotherapeutic agents using gene therapy
and developing chemotherapeutics directed to specific receptors in brain- tumors. Furthermore,.our.patent .
protection for GLIADEL® Wafer ends in 2005. At that time, others may try to copy- the wafer and enter the
-market as a generic drug through applicable FDA procedures

A number of companies have shown interest in trying to develop neurotrophrc agents to promote nerve
growth and repair in neurodegenerative disorders and traumatic central nérvous ‘system injuries. Most of these
activities have focused on naturally occurring growth factors. These factors contain large molecules that
generally cannot cross the blood-brain barrier and thus present problems in administration and delivery, We
are aware of several companies that are 1nvest1gat1ng small molecule neurotrophic compounds for perrpheral
neuropathy in the clinic.
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. There-is intense competition to.develop an effective and safe neuroprotective drug or biological agent.
Calcium channel antagonists, calpain inhibitors, adenosine receptor - antagonists, free radical scavengers,
superoxide dismutase inducers, proteoloytic enzyme inhibitors, phospholipase inhibitors and a variety of other
agents are under active development by others Glutamate or NMDA receptor antagonlsts are under
development by several other' companies. '

The anesthesia/ sedation field i is concentrated in the Umted States marnly among four maJor companies,
with several other companies. domg research in the field. There are numerous products currently on the market
that are accepted as relatively safe and effective anesthetic agents and sedation agents. In addition, we are
aware of several companies that are seeking to develop water soluble formulations of propofol. We cannot be
sure that we can successfully develop AQUAVAN™ Injection into a safe and effective drug or that it will be
cleared for marketing. Even if we are able to market AQUAVAN™ Injection, the commercial prospects for it
will depend heavily on its safety and efficacy profile relative to alternatives then available in the market.

Although our PACLIMER® Microspheres and LIDOMER® Microspheres are based on a proprietary
polymer system, this technology competes with other developing and existing drug delivery technologies. We
are aware of several other companies that are seeking to develop sustained release injectable products for pain,
1nclud1ng post-surgical. pain. Additionally, other compames are engaged .in the development of improved
formulations of paclitaxel.

We believe that two other companies are clinically evaluating imaging agents for dopamine neurons. In
addition, a variety of radiolabeled compounds for use with Positron Emission Tomography (“PET”) scanners
have been used to image dopamine neurons successfully in patients with Parkinson’s disease. PET scanning is
currently only available in a l1m1ted number of hospitals in the Unrted States and Europe. :

Any product candldate that we develop and for which we gain regulatory approval including GLIADEL®
Wafer, must then compete for market acceptance and market share. For certain of our product candidates, an
Jimportant factor will be the timing of market introduction of competitive products. Accordmgly, the relative
speed with which we and competing companies can develop products, complete the clinical testing and
approval processes, and supply commercial quantities of the products to the market is expected to be an
important determinant of market success. Other competitive factors include the capabilities of our collabora-
tors, product efficacy and safety, timing and scope of regulatory approval, product availability, marketing and
sales capabilities, reimbursement coverage, the amount of clinical benefit of our product candidates relative to
their cost, method of administration, price and patent protection. Our competitors. may develop more effective
or more affordable products or achieve earlier product development completion, patent protection, regulatory
approval or product commercialization than us. The achievement of any of these goals by our competitors
could have a rnaterial adverse effect on our business, financial condition and-results of operations.

Research and Development Expenses - ‘ Ry

Our research and development expenses were $54 3 million, $46. 9 m1lhon and $41. 9 million for the years
ended December 31, 2001, 2000, and 1999, respectlvely These expenses were divided among, our various
technology platforms in the following manner:

.- Years ended December 31,

2001 2000 1999
- ) : RN . . ‘ (in thousands)
Biopolymer technologies* "~ . - C 7 88563 $8648 $10,532
Pharmaceutieals & other _ _ L f 24.512 21,087 16,724
Shared expenses ' B 21,197 © 17,165 14,666
Total research’ & development ST 854272 $46900  $41,922
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Biopolymer Technologies

With respect to our biopolymer technologies, the modest decrease in 2001 compared to 2000 reflects less
development expenses incurred related to PACLIMER® Microspheres ‘offset by an increase in expenses
related to LIDOMER™ Microspheres as'it advanced into the clinic. The decrease in 2000 compared to 1999
is a result of advancing PACLIMER® Microspheres into the clrmc offsetttng a reduct1on in spendmg on
research to select an appropriate product candtdate :

Pharmaceuticals & Other '_ o

Research and development expenses related to our pharmaceutical and related teéhnologies increased in
2001 compared to 2000. This increase is the result of advancing AQUAVAN™ Injection and GPI 5693 into
clinical trials ‘and was offs¢t by a reduction inexpenses associated with our FKBP+neuroimmunophilin
program; as Amgen, Inc., our former corporate partner, completed its research funding to us. The increase in
2000 compared.to 1999 is a result of our acquisition of the rights to, and begmmng the development of;
AQUAVANTM Injectron )

Shared Expenses ‘ .

Shared expenses include the costs of operating and maintaining our facilities, property and equrpment
used in the research and development processes, and management effort allocable to research and develop-
ment projects. The increases from year to year resulted from increased costs to operate our facilities as we
occupied our new research and development facility during the second half of 1999, and increased expenses
associated with our project management efforts as the number and magnitude of our projects have increased.

Product Liability and Insurance o ‘

Product liability risk is inherent in the testing, manufacture, marketing and sale of ‘our product and
product candidates, and there can be.no assurance that we will be able to avoid significant product liability
exposure. While we currently. maintain product liability insurance covering clinical trials and product sales,
there can be no.assurance that this or any future insurance coverage obtained by us will be adequate or that
claims will be covered by our insurance. Our insurance pol1c1es provide coverage on a cla1ms-made basis.and
are sub]ect to annual renewal. Product l1ab1l1ty insurance varies in cost, can be difficult to obtain and may not
be available to us in the future on acceptable terms, or at ail. .

: Employees

At December 31, 2001, we employed 289 1nd1v1duals Of these 289 employees 221 were employed in the
areas of research and product development and in the manufacturing and quahty control of GLIADEL®
Wafer. The remaining 68 employees performed selling, general and admrnrstratrve functions, including sales
and marketing, executive, finance and administration, legal and business development. None of our employees
are currently represented by a labor union. Add1t10nally, through Cardinal Health, we have engaged 27 field
sales representatives and national account managers dedicated to the sale of GLIADEL® Wafer To date; we
have not experienced work stoppages related to labor issues and we beheve our relations w1th our employees
are good.

- Hiring and retaining qualified personnel are important factors for our future success. We are likely to
continue to add personnel particularly.in the areas of sales and marketing, research, clinical research and
operations, including manufacturing. ‘Intense competition exists for these qualified personnel from other
biotechnology and biopharmaceutical companies as well as academic, research and governmental’organiza-
tions. There can be no assurance that we will be able to continue: to hire qualified personnel and, if hired, that
we will be able to retain these individuals. - . - ‘
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Item 1A. Executive Oﬁicérs and Other Significant Employees of Registrant

. Craig R. Smith, M.D., Chairman of the Board of Directors and Chief Executive Officer, age 56, joined the
Company as a Director at.the Company’s inception in July 1993. Dr. Smith was elected President and Chief
Executive Officer in August 1993 and was elected Chairman of the Board in January 1994, Dr. Smith stepped
down as President of the. Company in February 2002, when David Wright was appointed to that position as a
result of a Company reorganization. Prior to joining the Company, Dr. Smith was Senior Vice President for
Business and Market Development at Centocor, Inc., a biotechnology corporation, Before joining Centocor,
Dr. Smith served on the Faculty of the Department of Medicine at Johns Hopkins Medical School. Dr. Smith
received his M.D. from the State University of New York at Buffalo in 1972 and received trdining in Internal
Medicine at Johns Hopkins Hospital from 1972 to 1975. Dr. Smrth isa member of the board of directors of
CellGate Inc. and Molecular Neurormagmg LLC.

‘ Davzd P, Wrzght Preszdent and Chief-Business Oﬁicer age 54 joined the Company as Executlve Vrce
President, Commercial Operations in November 2000. In February 2002, Mr. Wright was promoted to
President and Chief Business Officer. Fromr 1990 through 1999, Mr. Wright was employed.by MedImmune,
Inc., most recently as Executive Vice President Sales and Marketing. Prior to joining MedImmune,
Mr. Wright was Vice President, Gastrointestinal Business Group, for Smith, Kline and French Laboratories,
and held various marketing and sales posts with G.D. Searle, Glaxo, Hoffmann-LaRoche and Pfizer.
Mr. Wright received a Master of Arts in Speech Pathology and Audrology from the University of South
Florida in 1969.

Johrni' P. Brennan Senior Vice President, Techmcal Operatzons age 59, joined the Company as Vice
President, Operations in January 1994 and became Senior Vice President, Operations in January 1997. In
February 1999, Mr. ‘Brennan was promoted to Senior Vice Piésident, Technical Operations and General
Manager, Drug Delivery Business. From 1980 to 1993, he was Vice President, Technical Operations and
Manufacturing for G.D. Searle and Co., where he was responsible for the operation of manufacturing plants in
North America, Latin America and Europe and the worldwide pharmaceutical and.process technology.
Mr. Brennan received his B.S. in Chemistry from the Philadelphia College of Pharmacy and Science in 1968
and attended the ' Wharton Graduate Management Program in 1976.. ' ‘

Andrew R, Jordan, Senior Vice President, Finance ‘and Administration, Chief Financial Officer and
Treasurer, age 54, joined the Company as Vice President, Secretary, Treasurer and Chief Financial Officer in
September 1993, In January 1997, he became Senior Vice President, Finance and Administration, Chief
Fiﬁanoial Officer and Treasurer. Prior to joining the Com'p'any,‘Mr Jordan held various positions with KPMG
LLP, a public accounting ﬁrm including partner since 1983. Mr. J ordan’s expenence at KPMG LLP included
advising early-stage and emerging technology companies and initia] and 'secondary public equity and debt
offerings. He received his B.A. from Rutgers College in 1969 and his MBA from Rutgers Graduate School of
Business in 1973 and is a Certified Public Accountant.

Thomas C. Seoh, Senior Vice President, Corporate and Commercial Development and Strategic Planning,
age 44, joined the Company in"April 1995, as Vice President, General Counsel and Secretary. In August 1999,
he was promoted to  Senior Vice President. In February 2001, he became Senior Vice President, Corporate
Development, General Counsel and Secretary and in Fcbruary 2002 he became Senior Vice President,
Corporate and Commercial Development and Strategic Planning. Mr. Seoh prev1ously held legal management
positions with TCN Pharmaceutlcals Inc. group, including Vice Pre51dent and Associate General Counsel,
and with Consolidated Press U.S., Inc., and was associated with the New York and London oﬁices of Lord
Day & Lord, Barrett Smith. Mr. Seoh received his J.D. and A. B. from Harvard University.

Nancy J. Linck, Ph.D., J.D., Senior Vice President, General Counsel and Secretary, age 60, joined the
Company as Vice President, Intellectual Property in November-1998. In February 2001,Dr. Linck was
promoted to Senior-Vice President, Intellectual Property and Deputy General Counsel: Dr. Linck becaime
Senior Vice President, Géneral Counsel and Secretary in- February 2002. From 1994 to 1998, Dr. Linck was
Solicitor for the U.S. Patent and Trademark Office, where she acted-as general counsel for the Commissioner
of Patents and Trademarks. From 1987 to 1994, Dr. Linck worked as a'patent and trademark litigator at the
intellectual property law firm of Cushman, Darby & Cushman, first ds an associate from 1987 to 1990, and
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later as a partner from 1991 to 1994. Since 1995, Dr. Linck has been engaged as an Adjunct Professor of Law;
first at George Washington University' School of Law and presently at Georgetown University Law Center. -
Dr. Linck received her B.S. in Chemistry from the University of California, Berkeley, her M.S. and Ph.D. in
Inorgamc Chemistry from tlie Un1vers1ty of California, San Diego, and her J.D. from Western New England
College School of Law: .

~William C. Vincek, Ph.D., Senior Vice President, Pharmaceutical and Chemical Development, age ‘54,
joined the Company as Vice President, Corporate Quality in August 1997. In August 1999, he became Vice
Président, Pharmaceutical & Chemical Development In February 2002, Df. Vincek was promoted to Senior
Vice Presrdent Pharmaeeut1cal and Chemicd] Development. From November 1993 until Dr. Vincek joined
the Company, he was Group Director, CMC & Preclinical Regulatory Affairs and Global Research and
Development GMP Quality Assurance at Glaxé Wellcome Inc. Priorto that time, Dr. Vincek held various
positions at SmithKline Beecham Pharmiaceuticals and related entities. Dr. Vincek received his Ph.D. in
Medicinal Chemistry from the University of Kansas, where he also received an M.S. in: Medrcrnal Chem1stry
Dr. Vincek received a B.S..in Chemistry from Colorado State University.-

Margaret M. Contessa, Senior Vice President, Human Resources,'age 53, joined Guilford as Vice
President 'of Human Resources in November-2000. In February 2002, Ms. Contessa was promoted to Senior
Vice President, Human Resources. Prior to joining Guilford, from March 1998 to January 1999, Ms. Contessa
was Vice President, Human Resources of Witco Corporation, a 6,000-person, multibillion-dollar manufacturer
of specialty chemicals located in Greenwich, Connecticut. From 1986 through 1998, she was employed by
Engelhard Corporation as Director, Human Resources,  and prior  to that held various human resources
positions with Schering Plough and BASF. Ms. Contessa received her B.S. in Management Science at
Farrle1gh Dickinson University in 1977 and received trammg at Harvard and Columbia University.

Item 2 Propei ttes :

In August 1994 we entered into a master lease for an approx1rnately 83 000 square foot bu1ld1ng in
Baltimore, Maryland that currently serves as our headquarters. We currently occupy 23,000 square feet for
office space, 18,000 square feet for manufacturing space for GLIADEL® Wafer and potentially other
polymer-based products, and 42,000 square feet of research and development laboratories. The master lease
expires in June 2005. Two five-year renewal options are available to us or we may exerc1se a purchase option
any time after the ninth year of the lease for the then- current fair market value

In February 1998 wé entered into an operatmg lease w1th a trust affiliated with F1rst Union National
" Bank respecting the construction’ and -occupancy of a new laboratory and office facility, consisting of
‘approximately. 73,000 -square feet. We began moving personnel into- this facility in June 1999 and consolidated
all of our operations into our current headquarters and the new facility during the third quarter of 1999. The
lease expires in February 2005, at which time we have an option (i) to purchase the property or (ii) to sell the
property on behalf of the trust (subject to certain limitations and related obl1gat1ons) In addition, we may,
w1th the consent of Flrst Union,- enter into a new lease. arrangement.

See “Management s D1scussron ‘and Analysis ‘of -Financial Condition and Results of-Operations —
Liquidity and Cap1tal Resources for a more complete description of the Company s arrangements. w1th F1rst
Union.

Item 3. Legal Proceedmgs

We are not a party to any materral legal proceedmgs

Item 4. Submrssron of Matters to a Vote of Secunty Halders

No matters were subm1tted to.a vote ‘of the Company s secunty holders durrng the last quarter of its fiscal
year ended December 31, 2001. S
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Item 4A. Risk Factors

" An investment in our stock is very speculatlve and mvolves a hlgh degree of rlsk You should cons1der
the following xmportant factors, as well as the other information in this report and our SEC filings, carefully
before purchasing our stock.

We have a history of losses and our future profitability is uncertain. .

We may not be able to achreve or sustain significant revenues or earn a proﬁt in the future. We founded
Guilford in July 1993, and since that time, with the sole exception of 1996 we have not earned a profit in any
year. Our losses result mainly from the significant amount of money ‘that we have spent on research and
development. As of December 31, 2001, we had an accumulated deﬁcrt of approximately $190 3 mrlhon We
expect to have s1gn1ﬁcant addmonal losses over the next several years.

Most of our product candrdates are in research or early stages of prechnlcal and clinical development
Except for GLIADEL® Wafer, none of our products or product candidates has been sold to the public. Up to
this time, nearly all of our revenues have come frorn

+ payments from Aventis and- Amgen under now termrnated agreements with each of them, supporting
the research, development and commercialization of our produet candidates,
« research funding from Amgen, . ‘ '
e royalty payments from Aventis’ sale and distribution of GLIADEL® Wafer, and
+ our sale and d1str1but10n of GLIADEL® Wafer.

3

Our agreements with both Aventis and Amgen have terminated and we do not expect revenues from
GLIADEL® Wafer to be sufficient to support all our anticipated future activities. In addition, we do not
expect to generate revenues from the sale of our product candidates for the next several years, if ever, because
of srgnrﬁcant risks.

These’ risks are part of each of the following activities:

* new product development

* the conduct of prechmcal animal studies and human cl1n1ca1 tr1als

« applying for.and obtamrng regulatory approval to market and sell product candrdates

.+ expanding the processes for making product -candidates from- the relatively small quant1t1es and
qualities needed for research and development purposes to the commercial scale manufacture needed
“to support marketing and sales of new products and :

. commercrahzatlon of new products A
Many factors will dictate our ability to achieve sustained profitability in the future 1ncludmg
« our ability to successfully market, sell and distribute our products, including GLIADEL® Wafer,

. ‘.receipt of regulatory clearance to market and sell GLIADEL® Wafer for patients undergoing initial
surgery for malignant glioma in the United States as well as in Europe and other countries,

» the successful development and commercialization of product candidates on our own, and

» our ability to_enter into additional collaborative arrangements and license agreements with other
corporate partners for our product candidates and earlier stage technologies as we develop them and
the successful development and commercialization of those product cand1dates and technologles

We will need to conduct substantial additional research, development and chnrcal trials. We will also
need to receive necessary regulatory clearances both in the United States and foreign countries and to obtain
meaningful patent protection for and establish freedom to commercialize each of our product candidates. We
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expect that ‘these research, development .and clinical trial activities, and:regulatory clearances, together with
future general and administrative activities;, will result in significant expenses for the foreseeable: future. -

We depend on a single prrod_nct,‘,CLIADE‘LZ® Wafer, for _revemi'es.'

Our short-term prospects depend to a large extent on sales of GLIADEL® Wafer, our only ¢ommercial
product. We commercially launched GLIADEL® Wafer in the United States in February 1997. We currently
do not know whether the product will ever gain broad market acceptance or the extent of the marketing efforts
necessary to achieve broad market acceptance. If GLIADEL® Wafer fails to gain market acceptance the

- revenues we receive from sales-of GLIADEL® Wafer would bé unlikely to increase. °

! 'On October 23, 2000, we reacquired from Aventls the right to market, sell‘and' distribute’ GLIADEL®

‘Wafer. Until then, Aventis held exclusive worldwide (excluding Scandinavia and Japan) markéting, sales and

distribution rights for GLIADEL® Wafer. Under that.arrangement, _Aventis paid us royalties and also made
designated milestone payments upon, achieving specified domestic and international regulatory approvals.
After the reacqulsmon Aventrs is no 1onger obhgated to' make any payments to us.

We have approval from: the FDA to market GLIADEL® Wafer in the Un1ted States for only a 11m1ted
subset of patients who suffer from brain cancer. Our approval is for those patients for whom surgical. tumor
removal, commonly referred to as “resection,” is called for and who have “recurrent” forms of a type of brain
cancer called glioblastoma multiforme.. A recurrent form .of glioblastoma multiforme is one in which the
cancer has returned after initial surgery to remove a brain tumor. The number of patients undergoing recurrent
surgery for ghoblastoma multiforme is very hmlted and we beheve the total number of patlents on an annual
basrs who have ghoblastoma mu1t1forme in the Unlted States 1is approx1mate1y 10, 000 ‘ v

-In March 2002, the FDA informed. us that our supplemental New Drug Apphcatron for GLIADEL®
Wafer for patients undergoing initial surgery for malignant glioma was not approvable. The FDA’s action
means that we continue to be unable to market GLIADEL® Wafer in the United States for use in patients
beyond the current narrow indication .and reduces the hkehhood of mcreasmg the revenues that we recelve

from sales of GLIADEL® Wafer.

In addltron .in January 2002 we submrtted apphcatrons for approval to market GLIADEL® Wafer in
Europe for patrents undergoing first surgery for malignant glioma. Presently, GLIADEL® Wafer is approved
for the market for recurrent GBM in only 21 countries, including France, Spain, Germany and the U.K.
GLIADEL® Wafer is only currently approved for firstzline thérapy-in Canada. If we are not able to obtain
additional approvals, the market for GLIADEL® Wafer would remain limited both geographlcally and with
regard to approved uses, which reduces the likelihood of i 1ncreasmg the revenues that we recerve from sales of
GLIADEL® Wafer. Regardless of the number of foreign regulatory approvals .that we have received,
international sales to date compnse a small percentage of worldwtde sales of GLIADEL® Wafer.

GLIADEL® Wafer is also a very fragile product and can easily break into many ‘pieces if it i not handled
with great care. Product recalls or returns due to excessive breakage of the GLIADEL® Wafers or for other
reasons could also have a negative effect on our business, financial condition and results’ of operations.

We have limrted.experrence selling our products -directly and-we may not be successful in our eﬂ‘orts to
market, sell.and distribute. GLIADEL® Wafer. Addrtmnally, we expect to mcur srgmﬁcant expense in .
marketing, selling and dlstrlbutmg GLIADEL® Wafer; -« - - - T o

B

From GLIADEL® Wafer's commercial launch until December 31, 2000, Aventis marketed sold and
distributed GLIADEL® Wafer, Our reacqulsltlon of the nght to market, sell and’ distribute. GLIADEL®
Wafer in October 2000 marks an important change in our business. We acqurred direct sales capablhty during
the first quarter of 2001, and therefore, we have limited experience in engaging in marketing and sales efforts.
This limited experience may limit our success in selling GLIADEL® Wafer. Additionally; our marketing and
sales efforts may use resources and-require attention from management that would otherw1se ‘be provrded to

_the drug development business. . : : = : ' S
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Our operating results are likely to fluctuate from quarter to quarter, which could cause the price of our
common stock to-fluctuate. - . N : A :

Our revenues and expenses have fluctuated significantly in the past. This-fluctuation has in turn caused
our operating results to vary significantly from quarter to quarter and year to year. We expect the fluctuations
in our revenues and expenses to continue and thus our operating results should also continue to vary
significantly. These fluctuations are due to a variety of factors, including:

+ the tlmmg and -amount of sales of GLIADEL® Wafer '
+ the timing and realization of milestone and other payments from future corporate partners

< the timing and amount of expenses relating to our research and development, product development,
-and manufacturing act1v1t1es and .

-+ the extent and timing of costs related to our activities to obtain patents on our inventions and to extend
enforce and/or defend our patent and other: nghts to our mtellectual property.

_ Because of these fluctuations, it is possrble that our operatlng results for a partlcular quarter or quarters
will not meet the expectations of pubhc market analysts and investors, causing the market price of our
common stock to fluctuate. : ~

The market price of our stock may be negatlvely aﬂ‘ected by market volatrllty

_ The market price of our stock has been and is likely to continue to be highly volatile. Furthermore, the
stock market generally and the market for stocks of companies with lower market capitalizations and small

* ‘biopharmaceutical companies, like us, have from time to time experienced and likely will again experience

sighificant price and volume -fluctuations that are unrelated to the operatmg performance of a part1cular
company o - :

~ From time to time, stock market professmnals publish research reports covering our busmess and our
future prospects. For a number of factors, we may be unable to meet the expectatlons of secuntles analysts or
investors and our stock price may decline. These factors include:

« annouficements by us or our competrtors of clinical results technologrcal mnovauons product sales
v‘new products or product candidates, : :

. developments or drsputes concerning: patent or propnetary nghts
‘ e regulatory developments affecting our products, ‘
e ‘period'-to-period ﬂluctuations in tlre results -of our.operations,
+ market conditions for emerging growth companies and biopharmaceutical companies,
+ revenues recelved from GLIADEL® Wafer and o
. our expendltures

In the past, following periods of volatility in the market price of the securities of companies in our
industry, securities class action litigation has often been instituted against those companies. If we face such
litigation in the future, it would result in substantial costs and -a d1vers1on of management s attention and

“resources, which would negatively impact our business.

Our manufacturmg capabrlrtles are llmrted by the size of our facrlrtles, our mexperlence in manufacturmg
large quantities of product and the potentlal inability to locate a third party manufacturer for our
product candidates.

To commercialize GLIADEL® Wafer we must be .able to manufacture: it in suﬁicrent quantltles in
compliance with regulatory requirements, and at acceptable costs. We manufacture GEIADEL® Wafer at one
of our two manufacturing facilities in Baltimore, Maryland, which consists of production laboratories .and
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" tedundant cleanrooms. ‘We: estimate that the facﬂlty currently being:; used has the capacrty to manufacture
approximately 8,000 GLIADEL® Wafer treatments per.year.:. Fo e e T

.. We have manufactured only lrmlted quantltres of GLIADEL®Wafer in_our facrlltles .We cannot be sure
that we w1ll be able to continue to satlsfy applrcable regulatory standards -including FDA requrrements and
other requlrements relatrng to the manufacture of GLIADEL® Wafer in the facrhtles

We also face risks 1nherent in the operation ‘of a facility for manufacture of GLIADEL® Wafer These
risks include: ‘ '

“+“linforeseen plant shutdowns due fo personnel ‘¢quipment or other factors and

+ the possible 1nab1hty of the fac1l1t1es to produce GLIADEL® Wafer in quantltles suﬂ“101ent to meet
:demand. . , ~ : . oo ‘ e ‘ ‘

Any delay in the manufacture of GLIADEL® Wafer could result in delays in product shipment. Delays o
in product shipment would have a negative effect on our business and operating results. :

Currently, we have no- manufacturmg capablhtres for commercral quantrtres of any of ‘our product
candldates Consequently, in: order. to ‘complete ‘the! commercialization process of any of -our’ product
' candidates, we must either acquire, build or expand our irternal manufacturmg capabilities or rely on third

parties to manufacture these product candidates. We cannot bé sure thdt we will be able t6#(1y acquire, build
or expand facrlmes that will meet quality, quantlty and trmrng requrrements or (2) enter into manufacturing
contracts with “othiers on aeceptable terms. If we are unable’ to accomplish’these tasks, it would impede our
efforts to. brmg our product candldates to market, which would adversely affect our busmess Moreover if we
dec1de to manufacture one or more of our product candldatcs ourselves (rathér than .engage 'a contract
manufacturer), we would incur substantlal start -up expenses and would need to expand our fac111t1es and h1re
addrtronal personnel o -

- Third-party manufacturers must also comply w1th FDA Drug Enforcement Admlmstratlon and ‘other
regulatoryrrequrrements,for their facilities: In addition, the manufacture of producticandidates on :a limited
basis. for- investigational. use 'in-animal studies or-human :clinical trials :does: not ‘guarantee that large-scale,
commercial ‘production is viable. Small changes.in methods of manufacture can affect the safety, efficacy,
_ controlled release- or- other .characteristics of..a product. Changes in.methods of: manufacture, including
’commercral scale up, can, among other thmgs requlre the performance of new chnrcal studies. '
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Revenues from our products, specrﬁcally ‘GLIADEL® Wafer, depend in part on relmbursement from :
'health care payors, whlch lS uncertam.

The continuing eﬂ”orts of govemment and insurance companres health mamtenance organlzatrons and
other payors-of health care costs:to contain or reduce costs of health care may affect our future revenues and
profitability. These efforts may also affect the future revenues and profitability of our potential. customers,
suppliers and collaborative partners, in turn affecting demand for our products. For example, in certain foreign
markets, pricing ot ‘profitability of prescription pharmaceuticals is subject to government control. In the
United States, given recentfederal and state government initiatives directed.at lowering the-total cost of health
care, the U.S. Congress and state legislatures will likely continue to focus on health care reform, the cost of
prescription: pharmaceuticals and:on the reform of ‘the Medicare'and.-Medicaid systems..While we cannot
predict whether any such legislative or regulatory proposals will be. adopted, the announcement or adoptron of

.such proposals could have a negatrve eﬁ"ect on our business and operatrng results ~

Our ability to commerc1allze our products successfully will depend in part on the extent to whrch pnvate
health insurers, organizations Such as. HMOs and'governmental authorities reimburse the cost of our products
and related treatments. Third-party payors are increasingly challenging the prices charged for medical
products and services. Also, the trend toward managed health care in the United States and the concurrent .
growth of organizations such as HMOs, which could control or significantly influence the purchase of health
care services. and: products, -as' well :as:legislative proposals' to reform. health care or.reduce government
insurance programs, may all result in lower prices for or rejection of our products.- The -cost -containment




measures that health care payors and providers are instituting’and the effect. of any health ‘care. reform could :
materially and adversely affect our ability to operate proﬁtably : WL :

Furthermore, even''if reimbursement i§ availablé for: our products we cannot ‘be’sure’ “that it wrll be
available at price levels suﬁicrent fo covér the cost of our products tocustomers and this may have the effect’of
reducing the demand for otr products, or tay prohibit us from charglng customers a price for our products
that would result in an appropriate return on our investment.in. those products. . ; .- -

We face technological uncertamtles in connection with the research development and commercrahzatlon
of new products.

The research development and commercialization -of pharmaceutical drugs involve significant risk.
Before we or our corporate partners can be ina posmon to market sell and distribute anew product each of us
w1ll have to: = ' .
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. » expend substantial caprtal and.-effort to. develop our product candidates further, which  includes
conducting extensive and expensive preclmical animal studies and human clmical trials, -, .

R

. apply-for, and ob,tam regulatory a_pproval.to mar_ket and sell,such‘product..candldates,:‘,t andb,‘ R
. conduct othercostly‘activi‘ties' related to'preparation for product"‘launch la‘mong mariy. other_'activities.

In some_of our research programs we’ are us1ng compounds that we. consrder to be prototype
compounds in the research phase of our work. By prototype compounds we mean compounds that we. are usmg
_primarily to ‘establish that a relevant scientific mechanism of biologlcal or chemiical actlon could have
commercial. application in diagnosing, treating or preventing disease. We generally do ot consider ‘our
prototype compounds to be lead compouinds acceptable for further development into.a product(s) becaiise of
factors that render them unsuitable as drug candidates. These. factors include the ability for.the compound to
be-absorbed, metabolized, distributed-and excreted from the body..In order to develop commercial products;
we will. need to conduct research -using other .compounds that share’the  key aspects of the prototype
compounds but.do not- have the unsuitable characteristics This may not always be poss1ble 3

In addition, our product candldates are subject to the rlsks of failure 1nherent in the development of
products based .on new and unsubstantiated, technologies. These risks 1nc1ude the possrbihty that: .- .,
* our new approaches will not result in any products that gain market acceptance
i« aproduct candidate will prove to be’ unsafe or 1neffect1ve or w1ll otherw1se fall to receive and mamtam
Bt regulatory clearances necessary for marketing, . R ol :
v a product even 1f found to’ be safe and’ eﬁ’ective could still bc dlﬁ'lCult o manufacture on the large
scale necessary for commercrallzation or: 0therw1se not-be: economrcal to market e e
Tt B =7
¢ a product wrll unfavorably interact with. other types -of. commonly used medicatlons thus restnctmg the
circumstances in which it may-be used,’ =~ . . ... .0 . R SRR
. third parties may successfully challenge our proprietary rights protecting a product
. proprietary nghts of third’ parties wrll preclude s from manufactunng or marketlng a new product or
. 'third parties will market superror or more cost eﬁective products BTN A e
As a rtesult, our activrtres erther directly or; through corporate partners may not result in any
commercrally viable products. = © © o oo ‘ y y Y , i
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We depend'onscollahorations with. third parties for the development"and'=.commer.ci‘ali'zation of .our
products ' ' :

Ve me e Tpe e T

Our resources are l1m1ted partlcularly because we are developmg our technolog1es for a vanety of
different diseases. Our business strategy requires that we enter into_various arrangements with:
: SE L L S Ty T e e

* corporate partners,
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. academ1c 1nvest1gators at umversmes such as Johns Hopkms and others
ERI T RN Sl

. hcensors of technologres such as Johns Hopkms MIT and RTI and

-i hcensees of our technolog1es ‘such as DRL MAP and others

Our success depends in large part upon the éfforts of four"thi’rd~party' collaboratdrs.

“QOur business strategy includes finding larger pharmaceuncal companies to collaborate with us €o"support
the research, ‘development and comiiercialization “of  our- product cand1dates In tryirig-‘to “attract these
corporate partners, we-fice, Serious comipétition*from: other Small pharmaceut1cal compames and- the in-house

sale of product candldates may bé severely limited. For example we are actrvely se lqng corporate partners to
assist in the development of our NAALADase and PARP inhibitor neuroprotectwe drug programs, but we
may not. find sultable corporate Jpartners for these .programs. It is common practrce in* many .corporate
' partnersh1ps il our industry for the' larger partner to have respons1b1hty for conductmg prechmcal stud1es and
human clinical trials and/or preparing and submitting applications for regulatory approval of potent1al
pharmaceutical products. It is possible that-this will be the case with future arrangements-into-which we may
enter. If one of our, collaborative partners fails to develop or commerc1al1ze successfully any of our product
candidates] we mdy not be able to remedy this ‘faihire and it could negatrvely affect our business.

Furthermore, larger pharmaceutical companies often explore: rnult1p1e technolog1es ‘and products for the -
same medical conditions. Therefore, they are likely -to enter into collaborations, with our competitors for
products addressing the same medical conditions targeted by our technolog1es Thus our collaborators may be
pursuing alternative technologies or product:candidates inorder ‘to develop treatments for the diseases or
disorders targeted by our collaborative arrangements. Our collaborators may pursue these alternat1ves either
on thelr own or in collaboratwn w1th others 1nclud1ng our competrtors Dependmg on how ‘Gther product
candidates advance ‘a corporate partner may slow down or abandon 1ts work on gur product candldates or
termmate 1ts collaborat1ve arrangement w1th us in order to focus on. these other prospects _. ﬁ‘

I
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- We may be unable to obtam the addltlonal capltal needed to operate and grow our busmess. '

funct1on contlnue our research and development programs and prechmcal and chmcal testmg, and to
manufactire our products We may be unable to obtam any future funds that we may requ1re on acceptable
terms, or at all. :

Under our operatmg lease ‘with a trust aﬁ"lhated w1th a commercral bank for our new 'research and
development fac111ty and other ﬁnancral obhgat1ons we are requlred to hold in the aggregate unrestncted
cash, cash equrvalents and mvestments of $4O mllhon at. all trmes In addrtron ‘we are requlred to ma1ntam
SpCClﬁed amounts of cash or 1nvestments as collateral under certaln ﬁnanc1al obl1gat1ons As’ of December 31
2001, we malntamed $l6 5 m1111on in restncted 1nvestments pursuant to these ﬁnanc1al ob11gat1ons ' '

- NS

( Our cap1ta1 requ1rements depend on numerous factors 1nclud1ng

+rthe progress of our research*and development programs, .

K the progress of precllnrcal and c11nlcal testmg,

T R R

© + - the time. and-costs involved inobtaining regulatory approvals
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« the extent of intellectual property protection obtained for our products and product candidates, -

+ the cost of filing, prosecutmg, defending and enforcing any patent claims and other intellectual property
rights, : \

» competing technological and market developments,
. changes in our existing research relatlonshlps with un1vers1t1es and others,
» our ability to establish collaboratlve arrangernents with large pharmaceutrcal compames and others,

+ the requirements and t1m1ng of entermg 1nto technology hcensmg agreements and other srmllar ‘
arrangements, and . n

+ the progress of efforts to scale-up manufacturmg processes.

We may use our existing resources before, we may otherwise expect because of changes in our research
and development and commercialization plans or other factors affecting our operating expenses or capltal
expenditures, including potential acquisitions of other businesses, assets or technologies.

‘ “Our ability to raise future capital on acceptable terms depends on conditions in the public and private
equity markets and our performance, as well as the overall performance of other compames in the
pharmaceutlcal and blotechnology sectors

v We may be unable to obtain propnetary nghts to protect our products and servnces, permlttmg .
competltors to duphcate them

'

Any success that we have will depend in large part on our ablhty to:

. obtamv, marntam and enforce tntell\ectual property p_rotectron for our products and.proeesses,
» license patent rights from third parties,,

. malntaln trade secret protectlon and

* operate Wrthout 1nfr1ng1ng aupon the proprletary rights of others

" Intellectual property for our technologres and products will be a crudial factor in our ability to develop
and commercialize our products Large pharmaceutlcal companies consider a strong patent estate critical
when they evaluate whether to enter into a collaborativé arrangement to support the reseéarch, development
. and commercialization of a technology. Without the prospect of reasonable intellectual property protection, it
would be difficult for a corporate partner to justify the tlme and money that 1s necessary to complete the
development of a product.

The rules and criteria for recetvmg and enforcmg a patent for pharmaceutlcal and b1otechnologlcal
inventions are in flux and are uriclear in many respects. The range of protectron given these types of patents is
uncertain, and 4 numbeér of our product candidates are subject to this uncertainty.

. Many others, including companies, universities and other research organizations, work in our business
aréas, and we cannot be sure that the claims contained in our issued patents will be interpreted as broadly as
we would like in hght of the invéntions of these other parties. In addition, we cannot be sure that the claims set
forth in our pending patent applications will issue in the form submittéd. These claims may be narrowed or
stricken, and the applications may not, ever ultrmately result in valid and enforceable patents. Thus, we cannot

‘be sure that our patents and patent apphcatlons will adequately protect our product candidates.’

We are aware of at least one company, which has asserted pubhcly that it has submitted patent
applications claiming the use of certain of its immunosuppressive compounds and -multidrug resistance
compounds for nerve growth applications. That company has also stated that it has issued U.S. patents and
pending U.S. applications which claim compounds that are useful in nerve growth applications. We cannot
give any assurance as to the ability of our patents and patent applications to adequately protect our
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neurotrophic product candidates. ‘Also, our neurotrophic product candidates may infringe or be dominated by
patents that have issued or may issue in the future to third parties.

In order to protect our intellectual property position with respect to our neuroimmunophilin ligands, we
ﬁled an opposition in' 1998 in an effort to prevent the final issuance of a European patent to the company we
discuss in the above paragtaph. In 2000, we won the opposition and the subject patent was revoked. However,
the patentee has appealed the initial determination and the patent could be relnstated If the patent is
reinstated, litigation could result. o ‘

‘ Furthermore, any or all of the patent applications assigned or licensed to us from-thitd parties may not be

granted. We may not develop additional products or processes that are patentable. Any patents issued to us, or
licensed by us, may not provide us with any competitive advantages or adequate protection for our products.
Others may successfully challenge, circumvent or invalidate any of our existing or future patents or intellectual

' property.

" Qur policy is to control the disclosure and use of our know-how ‘and trade’ secrets by entering into
confidentiality agreements with our.employees; consultants and third parties. There is a risk, however, that:

‘ 1# these' p.arties will not honor' our"conﬁdentiality‘ agreernents,,

. disputes will arise concerning the ownership of intellectual property or the apphcabihty ‘of conﬁdential-
ity obhgations or

o disclosure of our trade seeretsfwill' oceur ,regardless‘of these contractual protections.

“TIn_our busmess we often work w1th consultants and research collaborators at universities and other-
research organizations To the extent that any of these consultants or ‘reséarch collaborators use intellectual
‘property owned by others as part of their work with us, disputes may arise between us and these other parties -
as to which one of us has the rights to 1nte11ectual property related to or resulting from the work done

We- support and collaborate in, research conducted in universities, such as Johns Hopkins, and in
governmental research organizations, such as-the National Institutes of Health. We may not be able to acquire
exclusive rights to the inventions or technical information that result from work performed by personnel at
these organizations. Also, disputes may arise as to which party should have rights in research programs that we
conduct on our own or in collaboration with others that are derived from or related to the work performed at a
university or governmental research organization. In addition, in-the event of a contractual breach by us, some
of our collaborative research contracts provide that we must return the technology rights, including any patents
. or patent apphcations to the contractlng un1versrty or governmental research organlzation i

Questlons of 1nfr1ngement ‘of 1ntellectua1 property rights, including patent nghts may 1nvolve highly
technrcal and subjective analyses. Some or allof ourexisting or future products or technologies may now or in
the future infringe the rights of other parties, These other parties might initiate.legal action agalnst us to
enforce thelr claims and- our defense of the clairns might not be successful

We miay incur substantial costs if we must defend. against charges of 1nfringement of patent or proprietary
nghts of third parties. We ‘may also incur substantial costs if we find it mecessary to protect our own patent or
proprietary rights by bnnging suit against third parties We could also lose rlghts to’ develop or market products

or be required to pay monetary damages or royaltiés to license proprietary rights from third parties. In
~ response to actual or threatened litigation, we may seek licenses from_third parties or attempt to redesign our
products-or processes t0.avoid infringement. We may not be able to obtaln hcenses on acceptable terms, or at
all, or successfully redesign our: products OT processes. ' -

In addition to the risk that we could be a party to patent 1nfr1ngement htigation the US. Patent and
Trademark Office. could requrre us to participate in patent interference proceedings. These proceedrngs are
often’ expensive and time-consuming, even if we were to prevail in such proceedings: : :
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" We rely on licensed intellectual property for GLIADEL® Wafer and our other product candidates.

We have licensed intellectual property, including patents, patent applications and know-how, from
universities and others, including intellectual property underlying GLIADEL® Wafer, DOPASCAN®
Injection, AQUAVAN™ Injection and the neuroimmunophilin ligand technology. Some of our product
development programs depend on our ability to maintain rights under these licenses. Under the terms of our
license agreements, we are generally obligated to:

« exercise diligence in the research and development of these technologies,
» achieve specified development and regulatory milestones,
. expend mmlmum amounts of resources in bringing potential products to market

» make specified royalty and mrlestone payments to the party from which wé have licensed the
technology, and

+ reimburse patent costs to these parties.

In addition, these license agreements require us to abide by record-keeping and" periodic reporting
obligations. Each licensor has the power to terminate its agreement if we fail to meet our obligations under our
license with it. We may not be able to meet our obligations under these license agreements, which could
deprive us of access to key technology. Furthermore, these obligations may ¢ conflict wrth our obligations under
other agreements that we have.

If we default under any of these license agreements, we may lose our right to market and sell any
products based on the licensed technology. Losing our marketing and sales rights would have a significant
negative effect on our business, financial condition and results of operations. Our license agreements require
that we pay a royalty on sales of GLIADEL® Wafer to the university that licensed us the technology
underlying that product In addition, we will have to pay milestone and/or royalty payments in connection
with the successful development and commercialization of DOPASCAN® Injection, AQUAVANTM Injectlon‘
and any products that result from the PPE; NIL and PARP technologies. ’

" In addition, our U.S. patent protection for GLIADEL® Wafer expires in 2005. From and after that time,
there-can b€ no assurance that others will not enter the '‘market with a generic cOpy of GLIADEL® Wafer.

We depend on a single source of supply for several of our key product components

Currently, we can only purchase some of the key components for GLIADEL® Wafer and our product
candidates from single source suppliers. These vendors are subject to many regulatory requirements regarding
the supply of these components. We cannot be sure that these suppliers will comply, or-have complied, with
applicable regulatory requirements or that they will otherwise continue to supply us with the key components
we require. If suppliers are unable or refuse to supply us; or will supply us only at a prohibitive cost, we may
not be able to access additional sources at acceptable prices, on a timely-basis, if ever: .

The current formulation of GLIADEL® Wafer utilizes the chemotherapeutic agent BCNU, which is also
known as “carmustine.” Currently we have the option to procure BCNU from only two sources in the United -
States, and we are not aware of any supplier outside of the United States. We currently obtain BCNU-from
one of these two U.S. supphers on a purchase order basis and not. through any long-term supply agreement If
we fail to receive key supplies necessary for the manufacture of GLIADEL on a timely basis at a reasonable
cost, delays in product shipment could result. Delays of this, type would have a negatlve effect on our business.

The manufacture of DOPASCAN® Injection requires that the precursor compound be labeled with a
radioactive isotope of iodine, lodine-123, to produce DOPASCAN® Injection. Worldwide, a limited riumber
of companies are capable of performing both the necessary transformation-of the precursor into DOPACAN
and of dlstnbutlng it to dragnosnc centers. '

. Based on our assessment of United States’ compames capable of DOPASCAN® InJectlon manufacture
and distribution, we believe a significant risk exists in our ability to produce DOPASCAN® Injection in
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sufficient quantities and at an-acceptable cost to conduct the Phase IIT clinical trials necessary to support
NDA approval and successful commercialization of the product: :Currently, we have neither ‘the internal
" capability nondomestic external (third party) arrangements to manufacture and supply DOPASCAN®
Injection. Our inability to locate a suitable domestic third-party manufacturer and distributor of
DOPASCAN® Injection on acceptable terms w1ll prevent us from further development of this product
candidate in the Umted States :

The U.S. government holds rights whlch may permrt it to license to third partles technology we currently
hold the exclusive right to use.. -~ B N Lo

' The U.S. government holds nghts that govern aspects of specific.technologies licensed to us by third party
hcensors These government rights in inventions conceived or reduced to practice under a government-funded
program may include a non-exclusive; royalty-free, worldwide license for the government to practice or have
practiced resulting inventions for any governmental purpose. In addition, the U.S. government has the right to
grant to others licenses that may be exclus1ve under any of these 1nvent10ns if the government determmes that:

K adequate steps have not been taken to commermahze such 1nvent10ns
s the grant is necessary to ‘meet. public health or safety needs, or.
* the grant is necessary to meet requlrements for public use under federal regulat1ons

The U.S. government also has the right to take title to a subject invention if we fail to d1sclose the '
1nvent10n and may elect to take title within speaﬁed time limits. The U.S. government may acquire title i in
any country in Wthh we do not ﬁle a patent application within spec1ﬁed time hmlts

-..Federal law requires any licensor of an invention partially funded by. the federal government to obtain a
 commitment:from: any exclusive licensee, such as us, to manufacture products using the 1nventlon substan-
tially in. the United “States. Further,:these rights include ‘the right of the government ‘to use and disclose
technical data relating to licensed technology that was developed in whole or in part at government 'expense
Our principal technology license agreements contain provisions recognizing these rights.

Preclmlcal and cllmcal trial results for our products may not be favorable. R

In order to obtain regulatory approval for the commercial sale of any of our product cand1dates we must
conduct both .preclinical studies and human clinical trials. These studies and trials must-demonstrate that the
productis safe and effective for the clinical use for which we are seeking approval. The results of clinical trials
we conduct may not be successful. Adverse results from any clinical trials would have a negative effect on our
business. ‘

We also face the risk that we will not be permitted to undertake or continue clinical trials. for ‘any of our
product candidates in the future. Even if we are able to conduct such trials, we may not be able to demonstrate
satisfactorily that the products are safe and effective and thus qualify for the regulatory approvals needed to
market and sell them..Results from preclinical studies and early clinical trials are often not accurate lndrcators
of results of later-stage clinical trials that involve larger human populations. ‘

We are subject to extensive ‘governmental regulation',uwhich may‘change and harm our business,

. Our research preclinical development and clinical tnals and the manufacturlng and marketlng of our
product candidates, are subject to extensive regulation by numerous governmental autherities in the United
States and other countries, including the FDA and the DEA. Except for GLIADEL® Wafer for recurrent
GBM, none of our product candidates:has received marketing clearance. from the FDA. In addition, none of
our product candidates has received clearance from any foreign: regulatory authority for commercial sale,
except for GLIADEL® Wafer for recurrent GBM, which has received marketing clearance in a limited
number of foreign. countnes

* As a condition to approval of our. product candldates under development or GLIADEL® Wafer for 1n1t1al
surgery, the FDA -could require: additional pre-clinical, clinical or:other studiés. Any’ réquirement that we
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perform additional pre-clinical, clinical or other studies, or purchase clinical or other data from other
companies could delay, or increase the e€xpense of, approval of our product candidates, which could have a
negative effect on our business. : '

We must also demonstrate that the product is capable of berng manufactured in accordance with
applicable regulatory standards. Significant risks exist that:

« we will not be able to satisfy the FDA’s requirements with respect to any of our drug product
candidates or:with respect to any expanded labeling for GLIADEL® Wafer that we may receive in the
future related to patients undergoing initial surgery for malignant glioma, or

» even if the FDA does approve our product candidates or expanded labeling, the FDA will approve less
than the full scope of uses or labeling that we seek.

Failure to obtain regulatory drug approvals on a tlmely basis could have a material adverse eHect on our
busmess :

Even if we are able to obtain necessary FDA approval the FDA may nevertheless require post-marketing
testing and surveillance to monitor the approved product and continued compliance with regulatory
requirements. The FDA may withdraw product approvals if we or our corporate partners do not maintain
compliance with regulatory requirements. The FDA may also w1thdraw product approvals if problems
concerning safety or efficacy of the product occur following approval

The process of obtaining FDA and other required approvals or licenses and of meeting other regulatory
requirements to test and market drugs, including controlled substances and radiolabeled drugs, is rigorous and
“lengthy. We have expended, and will continue to expend, substantial resources. We will need to conduct
clinical trials and other studies on all of our product candidates before we are in a position to file a new drug
application for marketing and sales approval. Unsatisfactory clinical trial results and other delays-in obtaining
regulatory approvals or licenses would prevent the marketing of the products we are developing. Until we
receive the necessary -approvals or licenses and meet other regulatory requirements, we w111 not receive
revenues or royalties related to product sales.. : :

In addition to the requirements for product approval, before a pharmaceutical product may be marketed
and sold in some foreign countries, the proposed pricing for the product must be approved as well. Products
may be subject to price controls or limits on reimbursement. The requirements governing product pricing and
reimbursement vary widely from country to country and can be implemented disparately at the national level.
We cannot guarantee that any country which has price controls or reimbursement limitations for pharmaceuti-
cals will allow favorable reimbursement and pricing arrangements for our products or those of our corporate
partners.

Where applicable, we hope ‘to capitalize on current FDA regulations and provisions of the FDA
Modernization Act of 1997. These regulations or provisions permit “fast track,” expedited or accelerated
approval or more limited “treatment use” of, and cost recovery for, certain experimental drugs under limited
circumstances. The fast track and treatment prov'smns and FDA’s accelerated, expedited .and treatment
regulations apply generally only to: :

+ drug products intended to treat severely debilitating or serious or life- threatemng diseases, and

* drug products that prov1de meaningful therapeutic benefit to patients over existing treatments, that
potentially address an unmeét medicdl need, or that are for diseases for which 1o satlsfactory or
comparable therapy exists.

The FDA Modernization Act contains provisions patterned after the accelerated approval regulations and
other provisions pertaining to expanded access, i.e., treatment uses. Our drug candidates may not qualify for
fast track, accelerated or expedited approvals or for treatment use and cost recovery.

Because controlled drug products and radiolabeled drugs are subject to special regulations in addition to
those applicable to other drugs, the DEA and the Nuclear Regulatory Commission may regulate some of our
products and product candidates, including DOPASCAN® Injection, as controlled substances and as
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radiolabeled drugs. The NRC licenses persons who use nuclear materials and establishes standards for
radiological health and safety. The DEA is responsible for compliance activities for companies engaged in the
manufacture, distribution and dispensing of controlled substances, including the equipment and raw materials
used in their manufacture and packaging in order to prevent such arficles from being diverted into illicit
channels of commerce. Registration is required and other activities involving controlled substances are subject
to a variety of record keeping and security requirements, and to permits and authorizations and other
requirements. States often have requirements for controlled substances as well. The DEA grants certain
" exceptions from the requirements for permits and authorizations to export or import materials related to or
involving controlled substances. Our potential future inability to obtain exceptions from the DEA for shrpment
abroad or other activities could have a negat1ve effect on us.

We cannot be sure that we will be able to meet applicable requirements to test, manufacture and market
controlled substances or radiolabeled drugs, or that we will be able to obtain additional necessary approvals,
permits, authorizations, registrations ‘or licenses to meet state, federal and international: regulatory requrre-
ments to manufacture and distribute such products ‘

Prescrrptlon Drug User Fee Act of 1992 (PDUFA), -as amended by the Food and Drug Administration
‘Modernization Act of 1997, authorizes FDA to collect user fees for certain applications for approval of drug
and biological products, on establishments where products are made and on. such products. These fees
generate funds that allow, among other things, FDA to hire a significant number of new scientists to assist in
the product review process. Certain performance goais were established under PDUFA that include improved
time frames for reviewing and acting upon drug applications. Management goals were also spec1ﬁed pertamrng
to meetrngs and drspute resolutron

PDUFA expires on September 30 2002. Reauthonzatron is necessary to achreve the 1mproved drug
application review times and other goals of PDUFA. If new legislation is not signed prior to September 30, the
current review times and approval rates for all drugs, including Guilford’s candidate drugs, likely will be
adversely affected. :

- Our competitors are pursuing alternative” approaches to the- same- condrtlons we-are: workmg on: Our TR

products use novel alternative technologres and therapeutic approaches which have not been wrdely
studied.

Many of our product development efforts focus on novel alternative therapeutic approaches and new
technologies that have not been widely studied. Applications for these approaches and technologies include,
among other things, the treatment.of brain cancer, the diagnosis and ‘monitoring of Parkinson’s disease, the
promotion of nerve growth and the prevention of neuronal damage. These approaches and; technologies may
not be successful. We are applying these. approaches and technologies in our attempt to.discover new
treatments for conditions that are also the subject of research and development efforts of many other
companies. Our competitors may succeed in ‘developing technologies or products that are more effective or
economical than those we are developmg Rapid technological change or developments by others may result in
our technology or product candidates becommg obsolete or nonc¢ompetitive. .

Our business is dependent on our ability to keep pace with the latest tec_hnological changes.

The teChnological areas in which we work continue to evolve at a rapid pace. Our future success depends
upon maintaining our ability to compete in the research, development and commercialization of products and
technologies in our areas of focus. Competition from pharmaceutical, chemical and biotechnology companies,
universities and research institutions is intense and expected to increase. Many of these competitors have’
substantially greater research and development capabrlrtres and experrence and manufacturrng, marketing,
ﬁnancral and managenal resources than we do

Acqu1s1trons of competing companies. by large pharrnaceuncal compames or other companies could
enhance the financial, marketing and other resources available to these compet_rtors. These competitors may
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develop products that are superlor to those we are: developing. We are aware of the development ‘by -other
companies and research scientists of alternative approaches to:

¢ the treatment of malignant glioma,

« .the diagnosis of 'Parkinson’s disease,

. the promotion of nerve growth and repair, and ‘

« the treatment and prevention of neuronal damage.

Our competitors may develop products that render our products or technologles noncompetitive or
obsolete. In addition, we may not be able to keep pace with technological developments.

Our products must compete w1th others to gain market acceptance

Any product candidate that we develop and for which we gain regulatory approval, including GLIADEL®
~ Wafer, must then compete for market acceptance and market share. An important factor will be the timing of
market introduction of competitive products. Accordingly, the relative speed with which we and competing
companies can develop products, complete the clinical testing and approval processes, and supply commer01al
quantities of the products to the market w1ll be an important element of market success. ‘

_Signiﬁcant competitive factors incl‘ude: .

. capabilities of our collaborators,

« product efficacy and safety,

« timing and scope oi" regulatory approval,

. product at/ailability,

+ marketing and sale capabilities, - ‘
« reimbursement coverage from insurance companies and others,
+ the amount of clinical beneﬁt of our product candidates relative to their cost,
» the method of administering a product,

» price, and .

+ patent protection.

Our competitors- may develop more effective or more affordable products or achieve earlier product
development completion, patént protection, regulatory approval or product commercialization than we do. Our
competitors’ achievement of any of these goals could have a. material advers'e‘ effect on our business.

We have limited resources in the areas of product testing: and regulatory compliance. Consequently, in
order to carry our products through the necessary regulatory approvals and prepare our product candidates for
commercialization and marketing, we will have to:

+ expend capital to acquire and expand such capabilities,

« reach collaborative arrangements with third parties fo provide these capabilities, or

"« contract with third parties to provide these capabilities.’
We are subject to risks of product llablhty ‘both because of our product line and our limited insurance -
coverage. :

We may potentially become subject to Jarge liability claims and srgniﬁcant defense costs as a result of the
design, manufacture or marketing of our products, including GLIADEL® Wafer, or the conduct of clinical
trials involving these products. A product liability-related claim or recall could have a negative effect on us.

" We currently maintain only $15 million of product liability insurance covering clinical trials.and product sales.
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Th1s existing coverage or any future insurance coverage we obtam ‘may not be adequate Furthermore, our"
insurance may not cover a claim made against us. ‘ :

Product liability insurance varies in cost. Tt can be difﬁcult to obtain, and we may not be able to purchase
it in the future on terms acceptable to us, or at all. We also may not be able to otherwise protect against
potential product liability claims. If this occurs, it could prevent or inhibit the climcal development and/or
commermahzatlon of any products we are developmg

We depend on quallﬁed personnel and consultants, especnally Cralg R Sm1th M D. and Solomon H.
Snyder,MD . e . .

‘ We depend heavrly ont the pnncrpal members of our management and screntiﬁc stalf 1nclud1ng Craig R.
Smith, M.D., our Chairman and Chief Executive Officer, and Solomon H. Snyder, M.D., who is a member of
our Board of Directors and a consultant to our company. Both Dr. Smith and Dr. Snyder have extensive
experience in the biotechnology industry and provide us with unique access to their contacts in the scientific
community. ‘The loss of the services of either of these individuals or other members of our senior management
team could have a negative effect on our business.

" 'We have entered into a consulting agreement with-Dr. Snyder and an employment. agreement. with
Dr. Smith, each of which provides protection for our proprietary rights. Nevertheless, either Dr. Snyder or
Dr. Smith may terminate his'relationship with us at any time. Accordingly, we cannot be sure that either of
thése-individuals or any of our other employees or consultants will remain with us. In-the future they may take
jobs or consulting positions with our competitors: These employees or consultants may also choose to organize
competing companies or ventures. .

'

Our planned activities will require 1nd1v1duals wrth expertise 1n many areas 1nclud1ng
. medicinal chemistry and other research specralties ‘
« “preclinical testing, ' .
+ clinical trial management,
T re'gulatoryaﬂ"airs,: l"l:"
.« intellectual property, =
+ sales and marketing,”
. manufactunng, and
) .busmess development . o o > . g o ,. BRI

These planned‘activities will require additional personnel, including managemént personnel, and will also
require existing management pérsonnel to develop -added expertise. Recruiting and retaining qualified
personnel, collaborators, advisors and consultants will be critical to our activities. We may not be able to
attract and retain the personnel necessary for ‘the development of our business. Furthermore, many
pharmaceutical, biotechnology and health care companies and academic and other research institutions
compete intensely for experienced scientists. If we are not able to hire the necessary experienced scientists or
develop the necessary expertise, this inability could have a negative effect on us. In addition, we also depend
on the support of our collaborators at research institutions and our consultants.

Our busijness 1nvolves using hazardous. and radioactwe mater1als and animal testmg, all of which may
result ln envrronmental llablllty ‘

Our researchand development processes involve: the controlled ‘use of hazardous and rad1oact1ve
materials. We and our. collaborative partners are subject:to-extensive laws governing the use; manufacture,
storage; - handling and disposal of hazardous and radioactive: materials. There is a risk. of ‘accidental
contamination or injury from these materials. Also, we cannot control whether our collaberative partners
comply with the governing standards. If we or our collaborative partners do not comply with the governing
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laws and regulations, we could face significant fines and-penalties that could have a negative effect on our
business, operations or finances. In addition, we and/or our collaborative partners could be held liable for
damages, fines or other liabilities, which could exceed our resources.

However, we may have to incur significant costs to comply with environmental laws and regulations in the
future. In addition, future environmental laws or regulations may have a negatrve effect on our operatrons
business or assets.

Many of the research and development efforts we sponsor involve the use of laboratory animals. Changes
in laws, regulations or accepted clinical procedures may adversely affect these research and development
efforts. Social pressures that would restrict the use of animals in testing or actions against us or our
collaborators by groups or individuals opposed to testing using anrmals ‘could also adversely affect these
research and development eﬁorts

Eﬂecting a. change of control of Guilford would be diﬂi}cult,-v‘vhich may discourage offers fo‘rshare_sﬂofv
our common stock.

Our certificate of incorporation and the Delaware General Corporation Law contain provisions that may
delay or prevent an attempt by a third party to acquire control of us. These provisions include the requirements
of Section 203 of the Delaware General Corporation Law. In general, Section 203 prohibits. designated types
of business combinations, including mergers, for a period of three years between us and any third party who
owns 15% or more of our common stock This provision does not apply if:

* our Board of Directors approves of the transaction before the third party acqulres 15% of our stock
+ the third party acquires at least 85% of our stock at the time its ownershlp goes past the 15% level or

*+ our Board of Directors and two-thirds of the shares of our common stock not held by the third party
vote in favor of the transaction.

"~ We have also adopted a-stockholder rights plan intended to deter hostile or coercive attempts to acquire
us. Under the plan, if any person or group acquires more than 20% of our common stock without approval of
the Board of Directors under specified circumstances, our other stockholders have the right to purchase shares
of our common stock, or shares of the acquiring company, at a substantial discount to the public rnarket price.
The plan makes an acquisition much more costly to a potentral acquirer.

Our certificate of incorporation also authorizes us to issue up to 4,700,000 shares of preferred stock in one
or more different series with terms fixed by the Board of Directors. Stockholder approval is not necessary to
issue preferred stock in. this manner. Issuance of these shares of preferred stock could have the. effect of
making it more difficult for a person or group to acquire control of us. No shares of our preferred stock are
currently outstanding. While our Board of Directors has no current intentions or ‘plans to issue any preferred
stock, issuance of these shares could also be used as an anti-takeover device.

PART 11

Item 5. Market for Registrant;s Common Equity and Related Siockholder Matters

Our common stock trades on The Nasdaq® National Market System under the symbol GLFD. As of
March 22, 2002, there were approximately 194 holders of record of ‘our common stock and more than
8,500 beneficial holders. We have never declared or paid any cash dividends and do not intend to do so for the
foreseeable future. Under.our various loan and lease agreements with certain financial institutions, we may not
declare; during the term of those agreements, any cash dividends on our common stock without the prior
written consent of these financial institutions- and 1n certain cases, the Maryland Industnal Development
Financing Authority. _ . o ‘ : P A »
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| The following table sets forth, for the fiscal periods 1nd1cated the .range of :high and low closmg sales
pnces of our common stock as quoted on The Nasdaq® National Market System: -

. _High ~ _Low
1999 L , ‘ : -
First Quarter..‘.‘........'....‘ ............. P $1513 -$ 975
Second QUArter .............ooooiiiiii.., e . 1300 9.63.
Third QUATTET . ... oneeeerrnre ) D . 17500 1200 -
Fourth Quarter............... e e ,17.50 ' ] 1_3._13. -

- First Quarter .......... e s i Ciie s AT y ....... B $3825 $1625
Second Quarter ........ ' ........... e L2325 1331 :
Third Quarter......... B R U S e 29250 1469
Fourth Quarter..‘...;;...; ..... R S e S 2913 1575

2001 - o o c

" First Quarter. ........o.oo.... SR e [ $22.88 - $12.38
Second Quarter ............. e e ceew A0 35990 15,06
Third Quarter ....... LR i e TR S '_ ...... e , 2879 672

Fourth Quarter ..... A, SO TR s 18200 192

" Recent Sales of Unregtstered Securmes

- On June 12, 2001, we issued 3,000,000 shares of common stock to certain 1nst1tut10nal mvestors 1n

. consideration for which we received- approximately .$59.1 million (before deduction. of . related fees and

expenses 1nc1ud1ng placement agent fees of approximately $2.6 million which were pald to CIBC World
Markets Corp,), which we will use to expand our commercial activities and to expand our internal Tesources to
support our 1ncreased clinical development. and other activities: We may also use these proceeds to acquire
additional products or technologies through hcensmg arrangements or otherw15e and, to the extent available,

to fund other working capital.needs. In connection with these i issuances, we rehcd on the exemption frorn N

registration under the Securmes Act of 1933 pr0v1ded in Section 4(2) of the Act

Item 6. Selected Consoltdated Fmanczal Data ; _ c Vo A e

. The followmg selected consohdated financial data for each of the years in. the five- -year penod ended
December 31, 2001 have been derived from our consohdated financial statements, which have been audlted by

" KPMG LLP, our 1ndependent auditors. Our consolidated financial statements as of December 31, 2001 -and

2000, and for each of the years in the three-year perlod ended December 31, 2001, 1nclud1ng the footnotes to
these financial statements, are included elsewheré in this annual report; beginning on page F-2. The

1nformat10n set forth below should be read in conJunctton w1th our consohdated ﬁnanmal statements and the
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related footnotes, ‘as well as “Management s Discussion and Ana1y81s of Financial Condition and Results of

Operatlons beglnnlng on .page 36. of-this annual report.. o L :

Years Ended December 31

1997 1998 1999 2000 . 2001
(In thousands, except per share data) )

STATEMENT OF OPERATIONS DATA:

Total revenues',. ... ... ... ...l $23828 0 $12483  $ 21,561 § 18,056 °$°20,534
Costs and expenses : S : ' o
Cost of sales ... ... Lololololo o 2585 2,036 2,308 13587 7 2,836

. Research and development .............. 30,293 37,722 41,922 46,900 " 54,272
Sellrng, general and administrative .......... © 9076 - 10,546 . 11,281 - 14,‘144‘_ 730,113
Merger [ SR S — = — 1403 - —
Total costs and expenses ........ ool 41,954 50,304 55,511 63 805 87,221
Operating loss ..........c.ooiiii . (18,126)  (37,821) (33,950) (45 749) .- 166,687)
Other income, net......... e U 6,689 8,123 7,082 7,247 - 6,370 '
Loss: before the cumulative effect of an o o . .. HE ‘

accounting change............. e (11,437)  (29,698)  (26,868)  (38,502) . (60,317)

~ Cumulative effect of an accountmg change _ - — — . (8,625). . —

Netloss oot i i i i i $(11,437) $(29.698) $(26,868) $(47,127) $(60,317)

Basrc and dlluted loss per common share(l)

1

Loss before the cumulative eﬂect of an™ o ' e e e
saccounting change. .. ... v i $ (0 65) $ (1 52) (1 31) $ (1.64) $ (214

Cumulatwe effect of an accountmg change _ 3 — — — (0 36)‘ U=
NEtI0SS - o von o oo $ (0 65) s, (1 52) 5 (1,31) 5. @ 00) $,3 (2.14)
Basic and dilutive equlvalent shares h | o o ' _ s T
outstanding (1) ...:..... 17,570 19479 20475 23, 517 t 28,249
BALANCE SHEET DATA: '~ T o :
Cash, cash equivalents and investments(2) ... $160,219  $128 261 ‘$14{1‘,7:18t_,, $109,450  $154,738
Total assets(2) ............. eeseee.oo. 180,081 150959 | 164242 135,633 181,841
Long térm debt ... . ... . O 10 926" 87664_’_.‘ 74527 5,130 4137
Total stockholders’ equlty .... j'. e 158094 130379’;,: 144,980 116829 157,629

(1) For 1nfor1:nat10n concermng the calculatlon of loss per share see Note 18 to the footnotes to our
-consolidated ﬁnanc1a1 statements

(2) Includes restricted investments of $12 1 rrnlhon $16 5 mrlllon $21 4 mllhon $18 3 mrlhon and-
$16.5 million at December 31, 1997, 1998, 1999, 2000, and 2001, respectlvely See Notes 8 and 10, to the
footnotes to our consohdated ﬁnanmal statements.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Introduction

This Management’s Discussion and Analysis of Financial Condition and Results of Operations (“Man-
agement’s Discussion and Analysis”), explains the general financial condition and the results of operations for
Guilford and its subsidiaries, including:

« where our revenues came.from;

» what our revenues and expenses were in 2001, 2000 and 1999;
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- why revenues andiexpenses changed from the year before; .o T L .
‘ PR S T en e T i

5 Wh at factors affect our business:”
+- how alljbf}&he foregoing affect our overall financial condition; and

« what our,expenditures for capital projects were in 2001, 2000 and 1999 and a description of our capital
" requirements. < S T

‘As you read this Management’s Discussion and Analysis, you may find_ it helpful to tefer to our
consolidated financial statements beginning on page F-2 of this annual ,fqﬁo;rt. These consolidated financial . .
statements present the results of our operations for 2001, 2000 and 1999-as well as. our financial position at
December 31, 2001 and 2000. We analyze and explain the annual changes in the spéciﬁc 1in§ items.set forth in
-our consolidated statements of operations. Our analysis may be important to you in making decisions about
your investment in Guilford. SR - R

SEST T s

Critical Accounting Policies and Practices™ AR g

L . == . . P I R [T
" In; “Cautionary Advice Regarding Disclosures about "Critical Accounting Policies” (SEC-Release
No. '33{8”040,‘ De"cemb‘éf“12,‘ 2001); the SEC advised registrants to provide more information about a
company’s most critical accounting policies, ie., the specific accounting policies that have the most impact on
a company’s results and require the most difficult, subjective or complex judgments by management. ‘We have
identified two of our accounting policies that may constitute “critical accounting policies,” ﬁr}dcr the guidance
provided by this Release. First, is our decision to apply Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to'Employees™, to-account’ for-our stock option plans rather. than Statement of
Financial:A¢counting Standards No. 123; “Accounting for:Stock Based Compensation”. (“SFAS No. 1237).
Had wei-applied. SFAS No. 123, :our-net Jos$~in 2001, 2000 -and 1999 would have -been-increased by
approximately'$16.0 million$6.8 million and $6.0 million, respectively (see Note ‘14:to the footnotes to our
consolidated financial. statements). Second, is our estimate for product Teturns in connection with our-sales of
GLIADEL®: Wafer. We'have applied a-historical réturn rate-to ‘our unit sales 1o provide an allowance “for
future. product returns:under’our product return policy. This historical return raté is calculated by blending the
significant product return: experience of our previous. marketing, sales:and distribution- partner, Aventis, with
* our own product return experience.-The product returnrate is periodically ipdated to reflect actual experience.

NI REAITE I -y

i

. i

Resultsiof Operations: = ' '~ <6 ar L R

i TR

. In this section we discuss.our 2001,.2000, and 1999.revenues, costs and: expenses, and other income and
expenses, as. well as the.factors affecting each,of them. . - -yt b : SRR

R

Tt S S C S TR ERCL R LA AL PSR S AN R

Revenues .. . . = & s og e

During 2001, our revenues primarily came from our net product sales of GEIADEL“S Wafer to >1:1<')'s‘15"i'tals,-

wholesalers and specialty distributors. During 2000 and 1999 our revenues primarily came from the following
- sources: ST e R

« net ‘product sales of GLIADEL® Wafer 'go 6"‘{1‘rf"r‘nﬁarké‘[in'g‘,i sales and distribution parfriers, Aventis
' Pharmaceuticals Products; Tn¢,, or Aventis; *~ """ 7 ¢ oo o

B JE T

-« milestone . payments “from :Aventisand Amgen,*Inc., of.-Amgen, ‘under corporate’ collaboration
agreements; - * A A R T e N .

ST Wl B . B v ‘ . PR . B S s

.. no‘r'lr-'c:abs.h contract }re_};érilu‘é_é -i}l{_ljde‘r‘the a;gr;eements w1thAv§ntls qrj@mg:e'!n ﬁuré}iént_t to-the implbeme}nlt_a‘-_
.5 tion OfSAB 1101’ e ey AT R T AR T r.. Tty

L -

‘v quarierly resédrch funding from Amgen; and <+ 0 e TR SR
T S R I A R ' ‘

. royélty payments‘ from Aver_l'tis"o'n its sales of GLIADEL®VWafér t_(')‘ofhers,v p‘rimar'i’lynh'ospitails.* -
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During 2001, 2000, and 1999, we recognized net revenues.of $20.5- million, $18.} million, and
$21.6 million, respectively. These revenues consisted of the following: : ' . -
2001 2000 1999

(In millions)

'REVENUES RELATED TO GLIADEL® WAFER

Net product sales . R L L 804 $ 15 % 4.4
License fees and royalties ............................... PR = 24 24
- Non-recurring: milestone payments ... ... o S e e =200 45
Non-recurring rights and milestone payments pursuant to" - o L : o *
» 1mplementat1onofSAB101...’.;...................i.’.‘.’;‘;..'._ L= 49 e
'REVENUES FROM AMGEN: ' ' T e
" Non-recurring milestone payments ..... P P L _ ‘——' 5.0
Non-recurring rights and milestone payments pursuant to B
implementation of SAB 101 ........... ... ... ... .. ..., s s— 3T —
“Research funding under collaborative agreements............. e R 34 45
COTHER ..........00...l il el 01 02 08
”‘TOTAL AU S I .. $205. $18.1 . $21.6 |
‘GLIADEL® Wafer e wd g

In June 1996 we entered 1nto a Marketmg, Sales and Dlstnbutlon Agreement together w1th related
agreements ‘with Rhone-Poulenc Rorer, predecessor-in-interest to Aventis Pharmaceuticals: Products Inc., or
Aventis. Under these agreements (the “Aventis Agreements”) we granted Aventis the worldwide (other than
Scandinavian, and later Japanese) marketing rights to GLIADEL® Wafer, a biodegradable polymer used for
the: treatment of brain cancer. At.the time that we entered-into thé Aventis Agreements; we received
$15.0- million from Aventis ($7.5 million as-an equity investment and $7.5 million as a ‘one-time non-
refundable rights payment). In September 1996, the: FDA cleared GLIADEL® Wafer to be marketed for use
in'connection with surgery for recurrent.glioblastoma multiforme, a certain type of primary brain cancer. From
the commercial launch of GLIADEL® Wafer in February 1997, until December 31, 2000, we manufactured
the product for marketing, sale and distribution by Aventis and Orion Corporation Pharma (our Scandinavian .
marketing partner for the product). In exchange we received milestone payments from Aventis upon .the
occurrence of certain events, such as the receipt of marketing approval both in the United States and
internationally and royalties in respect of Aventis’ sales. In October 2000, we ‘réacquired Aventis’ rights in
GLIADEL® Wafer for 300,000 shares of our common stock at an approximate value 6f $8.0 million and the
assumption of obligations for product returns occurring after December 31, 2000. After a transition period
which ended on December 31, 2000, we began marketing, selling and dlstnbutmg GLIADEL® Wafer
ourselves on January 1, 2001.

Revenue from GLIADEL® Wafe'r — Net Product Sales

. For the year ended December 31, 2001, we earned $20.4 million from net product sales of GLIADEL®
Wafer to hospitals, wholesalers and specialty distributors. For the years énded December 31, 2000 and 1999,
we earned $1.5 million and $4.4 million, respectively, from net product sales to our marketing, sales and
distribution partners, Aventis -(for the :entire world, except Scandinavia.and :Japan) and Orion Corporation
Pharma (for Scandinavia only). For the year ended December 31, 2001, our financial statements record the
entire selling price of GLIADEL® Wafer as net product sales, due to our reacquisition of the product effective
January 1, 2001. For the years ended December 31, 2000, and 1999, ‘we recognized revenue ‘on our sale of
GLIADEL® Wafer to Aventis in accordance with our contractual arrangements, at approximately 20% of the
net product sales price established by Aventis. The decrease in revenues attributable to sales of GLIADEL®
Wafer to Aventis in 2000 when compared to 1999 we beheve is due to Aventls managmg its ex1st1ng 1nventory
to meet:demand for the product.. : : RETN
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- ..During the year:ended December 31, 2001, we sold GLIADEL® Wafer (i) directly to hospitals, (ii). by
drop ‘shipment to-hospitals pursuant to purchase orders from wholesalers;-and (iii) to specialty- distributors,

who stock our product and provide us with additional marketing and distribution capabilities. It is our:policy to'
recognize net product sales revenue only after (i) we have persuasive evidence that an-arrangement exists,
(ii) the price is fixed and determinable, (iii) title has passed, and (iv) collection is reasonable assured.

Normal payment terms include discounts for early payment with payment being due in 91 days. The
Company’s credit and exchange policy 1ncludes provrslons for exchange of a product that (i) has’ expired, or -
(u) was damaged in shrpment '

We sold 2, 101 un1ts durlng the year ended December 31 2001 recogmzlng approx1mate1y $20 4 mrlhon
in net product sales. Over 98% of unit sales of GLIADEL® Wafer for the year ended December 31, 2001, were
sold to customers within the United-States. The remaining units were sold outside the United States, 1nclud1ng
Europe Canada and South Amenca either through distributors or direct to hospltals

Approximately $13.1 million, or 64% of total net product sales resulted from sales drrectly to hospitals or
drop.shipped to hospitals. pursuant. to purchase orders from wholesalers. As noted in the following paragraph,
as we, expand the utrhzatron of specralty drstnbutors in the future we expect sales directly. to hospitals, or
through wholesalers, as a percentage of total units, sold to decrease srgnrﬁcantly Substantially all of these
sales to hospitals and wholésalers included our normal payment terms including discounts for early payment

Approximately $4.2 million, or 21% of total net product sales during the year ended December 31, 2001
were sold to specialty distributors to capitalize on their marketing and distribution strengths and to reduce our
cost of distributing the product directly to hospitals. One specialty distributor accounted for approximately
$2.5 rnrlhon in net product sales (representrng 12% of total units sales) durlng the year ended December 31..
2001. As we continue to utrhze the services of these specralty distributors in the future, we expect the’ unlts
sold to these specialty distributors, as a- percentage of the total units sold, to increase srgnrﬁcantly With' the
exception. of the initial order where the specialty distributors were offered extended payment terms up to
120 days, the Company’s normal payment; terms apply ! ‘ :

Durrng 2001; to increase the” awareness and. avarlabrhty of GLIADEL® Wafer arnong neurosurgeons and
to ensure our product was available to'the neurosurgeon when needed, we'sold GLIADEL® Wafer under our
Ens$ured Availability marketing program which provided our customers with'éxtended payment terms. Of the
approximately $20.4 million in revenue on the units sold’ during the year ended December 31, 2001,
approximately $2.8 million (14%) included payment terms of up to 180 days pursuant to this program. As of
December 31, 2001, of the approximately $1.9 million unpaid, $0.6 million was paid during January and
February 2002, and the remarnmg balances are. not due ~until the quarter ending June 30, 2002 '

+ Our international sales for the year ended December 31 2001 amounted to less than $0.3 mrlhon or 1%
of totdl revenue from sales of GLIADEL® Wafer T o o SR

Royalties from GLIADEL® Wafer — Royalties on Sales by Aventis

Prior to our reacquisition of the rights to market, sell and distribute GLIADEL® Wafer ‘effective
January. 1, 2001, in addition to recognizing net product sales revenue on our sale’ of GLIADEL®Wafer to
Aventis, we- also recognized royalty revenue based on Aventis’ sales of the product to third parties, such as
‘hospitals. For the years ended December 31, 2000 and 1999, royalty revenue, on -Aventis’ sales of -
.GLIADEL®Wafer to third parties was $2.4 million for each year. ‘

‘ Contract Reventes

Contract revenues were $10 6 million and $9.5 million for the years ended December 31 2000 and 1999,
respectrvely As a result of the reacquisition of GLIADEL® Wafer from Aventrs and the terrnmatron of our
collaboration with Amgen, no contract revenues were recognized from these or any other partners during the
year ended December 31, 2001. Prior to the reacquisition of GLIADEL® Wafer; we received certain non-
refundable upfront fees and milestone payments from Aventis. We earned non-refundable milestone payments
from "Aventis of $2.0 million and $4.5 million during the years ended December 31, 2000 and 1999,
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respectively, upon receipt-of approval to market and sell GLIADEL® Wafer in certain countries. Pursuant to
our agreement with Amgen to research, develop, and commercialize our FKBP neuroimmunophilin ligand
technology, Amgen was required to make milestone payments to us if Amgen achieved specified regulatory
and product development milestones. During the year ended December 31, 1999, we recognized $5.0 million
in mllestone payments from Amgen.

The remaining contract revenue in 2000 is the result of our: adoptlon of SAB 101, in the fourth quarter of
2000, effective January 1, 2000. Our previous accounting policy was to recognize.as revenue certain non-
‘refundable upfront fees at the inception of the arrangement. Under SAB 101, collaborative arrangements that
include a non-refundable upfront fee and contain an element of continuing involvement must be deferred and
recognized as revenue over the period of continuing involvement. For the year ended December 31 2000 we
recognized $8.6 million of contract Tevenues upon adoptron of SAB 10t '

Revenues Under Collaborative Agreemer_)ts_

" As part of our collaboration with Amgen, Amgen agreed to fund up to a total of $13.5 million to support
our research relating to the FKBP neuroimmunophilin ligand technology. This research funding began on
October 1, 1997 and was payable quarterly over three years The last quarterly payment was made on J uly 1
2000.

Cost of Sales and G‘r-ovss AMargin

Our cost of sales for the years ended Decerber 31, 2001, 2000 and 1999 were $2.8 million, $1.4 million
and $2.3 mlllron respectively, including unabsorbed manufacturmg overhead of $0.6 million for the year
ended December 31, 2000. Cost of sales for the years ended December 31, 2001, 2000 and 1999, includes the
cost of materials, labor and overhead.

The cost to manufacture GLIADEL® Wafer at current market levels can vary materially with production
volume. To the extent that GLIADEL® Wafer production levels increase or decrease in the future, we
antlcrpate that the unit cost to manufacture GLIADEL®Wafer may decrease or increase, respectlvely Based
on our experience to date, we would expect the cost of net product sales of GLIADEL® Wafer to ﬂuctuate
from quarter to quarter. -

R‘evsearch‘ and Development E)rpenses

'We engage in numerous research and development projects in order to expand and develop our portfolio
of proprietary technologies and product candidates, primarily in two areas — biopolymer technology for drug
delivery and pharmaceutical research and development. The status of the major projects comprising our
portfolio is:

. Status
Biopolymer technologies: _ . » o
GLIADEL® Wafer v ‘ : ‘ L c Marketed
PACLIMER® Microspheres Ovarian Cancer : ‘ . Phase [/IT -
LIDOMER® Microspheres : ~ Phase I
PACLIMER® Microspheres Lung Cancer \' " Phase I
Other biopolymer products Research/Pre-clinical
Pharmaceuticals and other technologies: o :
" GPI 1485, neuroimmunophilin ligand : - ‘ ‘ Phase II
"~ AQUAVAN® Injection = o ' } 7 7 Phase'l
. GPI 5693, NAALADase inhibitor - o . : C Phase I
y PARP inhibitors . _ - . . Research
Other CNS products =~ : : ~ Research
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For-.each project, we may incur direct expenses such as salaries and other costs of personnel, raw
materials and supplies utilized, and- third-party: contracted research. costs,. consulting and other clinical
development costs. Shared expenses, such as facility and equipment costs, utilities, project management and -
other administrative overhead, are_allocated to research and development prOJects based- on occupancy
percentages, infrastructure requirements and personnel effort.

Our research and development expenses were $54. 3 million, $46. 9 million, and $4l 9 rnrlhon for the’ years
ended December 31, 2001, 2000, and 1999, respectlvely These expenses were divided among our technology
platforms in the following manner (in thousands):

i Years ended December 31,

. : o , o 2001 - - 2000 1999
Biopolymer tech_nologies ..... L e PR . $ 8,563 -§ 8,648 - $10,532
Pharmaceuticals & other ............. ..o on.s A e ;24,512 - 21,087 16,724‘
Shared-expenses ........:....... T N e 21,197 17,165 14,666
Total research & development. ... .. ... PR T $54272 0 $46900  $41,922

Btopolymer T echnologtes

) Wrth respect to our bropolymer technologres the rnodest decrease in 2001 compared to 2000 reflects less
development expenses. incurred related to PACLIMER® Mrcrospheres offset - by 'an increase in expenses '
related to LIDOMER™ Mrcrospheres as it, advanced into: the clinic. The decrease in 2000 compared to 1999
is a result of advancrng PACLIMER® M1crospheres into the clinic. oﬁ“settrng a reduction in spendlng on
research to select an appropriate product candidate.

Pharmaceuttcals & Other

Research and development expenses related to our pharmaceuucal and related technolog1es increased in
2001 compared to 2000. This increase is the result of advancing AQUAVAN™ Injection and GPI 5693 into
clrnrcal trials and was offset by a reduction in .expenses associated with our, FKBP neuroimmunophilin
program, as Amgen, Inc., our former corporate partner, completed its research funding to us. The increase in
2000 compared to 1999 is a result’ of our acqursltron of the nghts to, ‘and- begmmng the development of
AQUAVANTM Injectron 2 S

Shared Expenses =
) Shared expenses include the‘, costs ofi operating,and r_naintalning our facilities, property and- equipment '
used in the research and development processes, and management effort allocable to research and develop-
ment projects. The increases from year to year result from increased costs to operate our facilities as;we

occupied our new research and development facility during the second half of 1999, and increased expenses
associated with our project management efforts as the number and magnitude of our projects have increased

The projects we currently have-in process are at various stages of development. For example,
AQUAVAN™ In)ectron .GPL 5693 one of our, NAALADASE 1nh1b1tor .compounds, PACLIMER®
Microspheres and LIDOMERTM M1crospheres are currently in human clinical. trials. Several other projects,
such as.our PARP program, are in earlier stages of research. ‘The scope and magnitude of future research and
development expenses are dn‘ﬁcult to predrct given the purpose, number and timing of studies that will need to
be conducted for any of our product candidates. In general, pharmaceutlcal development involves a series of
stages-beginning with the identification of a potential target, development of a suitable drug, proof of concept
in pre-clinical models and several phases of testing in humans — each of which is typically more costly than
the previous stage. Also, product candidates that appear promising at earlier stages of dévelopment may not
reach the market for a number of reasons. Product candidates may be found ineffective or cause harmful side
effects during clinical trials; may take longer to pass through clinical trials than had been anticipated, may fail
to receive necessary regulatory approvals and may . prove impracticable to manufacture-in commercial
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quantities at reasonable costs and with acceptable quality. Furthermore, as part of our corporate development
strategy, we may enter into collaborative arrangements with third parties to complete the development and
commercialization of our product candidates and it is uncertain which of :our product candidates -would be
subject to future collaborative arrangements. The participation of a -collaborative partner may accelerate the
time to completion and reduce our costs or it may delay the time and increase the cost to us due to' the
alteration of existing development strategy. Because of these risks and uncertarnues we cannot predict when
or whether we will successfully complete the development of our product cand1dates or the ultimate
development cost.

For a complete discussion of the risks and uncertainties assoc1ated with developmg our product
candidates, see the section in this annual report titled “Risk Factors.”

At December 31, 2001, we employed 221 individuals on a full-time basis in the areas of research and
development, including individuals responsible for manufacturing GLIADEL® Wafer and other product
candidates currently under development. We employed 211 individuals and 193 individuals in these areas at
December 31, 2000 and 1999, respectively.

Selling, General and Administrative Expenses

~ Our selling, general and administrative (“SG&A”) expenses were $30.1 million, $14.1 million, and
$11.3 million for the years ended December 31, 2001, 2000, and 1999, respectively. For the year ended
December 31, 2001, the costs incurred to market, sell and distribute GLIADEL® Wafer were $16.1 million.
We incurred $1.8 million in costs associated with the reacquisition and re<launch of GLIADEL® Wafer
during the fourth quarter of 2000. Prior to the fourth’ quarter of 2000 we did not have a marketlng, sales and
distribution function within the Company.

During October 2000, the Company entered into a three-year agreement (the “Cardinal Agreement”)
with Cardinal Health Sales and Marketing Services (“Cardinal”) to provide Guilford with sales representa-
tives' for its GLIADEL® Wafer product. Included in our costs to market, sell and distribute GLIADEL®
Wafer is $5.9 million and $0.9 million for the years ended December 31, 2001 and 2000, respecuvely, for
services prov1ded by Cardmal under the Cardinal Agrcement

Costs and expenses assoc1ated with our general and adm1n1strat1ve functions were $l4 0 mllhon,
$12.3 million and $11.3 million for the years ended December 31, 2001, 2000 and:- 1999, respectively. Our
general and administrative functions include the areas of executive management, finance, investor and public
relations, corporate development, and legal. Additionally, we include the costs to prepare, file, and prosecute
domestic and international patent applications and for other activities to establish and preserve our intellectual
property rights in our general and administrative expenses. For each function, we may incur direct expenses -
such as’salaries, supplies, and third-party consulting and other external costs. Indirect costs such as facilities,
utilities and other administrative overhead are also allocated to these functions. As we continued to expand our
corporate development activities, our ‘costs and expenses associated with this function have mcreased from
year to year.

At December 31, 2001, we employed 68 individuals on a “full-time basis in selling, general and
administrative areas, of which 22 were in the marketing, sales and dlstnbutxon function. The remaining
46 individuals were in the general and administrative functions, which compares to 43 and 35 4t December 31,
2000 and 1999, respectively. In addition to the 22 individuals in the marketing, sales and distribution function,
a total of 27 field sales representatlves and managers sold GLIADEL® Wafer on our behalf under the ‘Cardinal
Agreement. -

Merger Costs

On August 28, 2000 ‘we terrmnated the Agreement and Plan of Merger previously entered into on
May 29, 2000 with Gliatech, Inc. We incurred costs related to this proposed merger transaction of $1.4 million
for the year ended December 31,-2000. S :
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Other Income and Expense

Other income’ and expense consists prrmarrly of 1nvestment 1ncome on our 1nvestments and 1nterest
expense.on our debt, and, other financial obllgatlons Our investment income was $6.9 million, $7.7 million, and
$7.7 million for the years ended December 31, 2001, 2000, and 1999, respectrvely The decrease in investment
income in 2001 compared to 2000 was primarily due to lower interest rates earned on moderately larger
investment balances maintained during’ the year. Investment income in 2000 compared with 1999 remained
the same as average 1nvestrnent balances and interest rates earned on those balances dunng 2000 were
comparable to 1999. S s : : SR

We incurred interest expense of $0.5 mrllron $0.5 rnlllron and $0 6 million for the years ended
December 31, 2001, 2000, and 1999, respectrvely These expenses resulted primarily from (i) loans from a
commercial bank that helped fund the construction of our manufacturing, administrative, and research and
development facilities and the purchase of certain furniture and:-equipment, (ii) caprtal leases entered into for
the purchdse of computer eqilipment, and (iii) a note’ payable pursuant to an agreement to provide us with
sales representatives to market and sell GLIADEL® Wafer. We describe’ thése obligations in Notes 8, 9 and
10 to the footnotes to our consolidated financial statements. : , C

Cumulative Effect of a Change in Accounting Principle ‘

'We recorded ‘a non-cash charge to 2000 earnings of $8.6 million as the cumulatrve effect of a change i in
dccounting principle for the 1mplementat10n of SAB 101. Our previous accountmg policy was to recognize as
revenue certain non-refundable upfront fees at the inception of a collaborative arrangement. Under SAB 101,
non-tefundable upfront fee arrangements that contain an element of continuing involvement must be deferred
and recognized as revenue over the period of involvement. As of December 31, 2000, the Company has

recognized as revenue the full amount of non- refundable upfront fee payments subject to deferral under
SAB 101 .

qumdlty and Capltal Resources

: We have ﬁnanced our operations prrmarrly through the issuance of equrty securities, revenues from the»‘
sale-of GLIADEL® Wafer, funding pursuant to collaborative agreements and proceeds from loans -and-other .
borrowing :arrangements. For the three year-period ended December 31, 2001, we received $154.6 million
from issuance of common stock, $31.0 million from net product sales and royalties from GLIADEL® Wafer,
$19.4 million in ren-recurring payments under our collaborative agreements and $4.3 million as proceeds from
borrowing arrangements: - o ‘ ‘

Our cash, cash equivalents, and investments were approximately $154.7 million at December 31, 2001.
Of this amount, we pledged $16.5 million as collateral for certain of our loans and other financial lease
obligations. In-addition to these restricted.investments, the Company is required to maintain, in the aggregate,
unrestricted cash, cash equrvalents and investments of $40 million at all t1mes under the terms of certain of its
ﬁnancral obligations. » ‘

Durmg 2001 o 1ncrease the awareness and avarlabrlrty of GLIADEL® Wafer among neurosurgeons and -
to ensure our product was availablé to the neurosurgeon when needed we sold GLIADEL® Wafer under our -
Ensured Availability marketing program which provided our customers with extended payment terms.
Approximately $2.8 million of net product sales were recognized pursuant to this marketing program. At
December 31, 2001, of the approximately $1.9 million unpaid, $0.6 million was paid during January and
February 2002 and the remaining $1.3 million is-not due until the quarter ending June 30, 2002. ‘

Our long-term total debt increased a net $1.2 million to $8.8 million at December 31, 2001, compared to
$7. 6 million at December 31, 2000. This increase is pnmanly due to a $3.4 million note payable, pursuant to
an agreement for the supply of sales representatives for our GLIADEL® Wafer marketing, sales and
distribution effort. During' October 2000, the Company entered 'into a three-year agreement (the “Cardinal
- Agreement”) with Cardinal Health Sales-and Marketing Seivices '(“Cardinal”) to provide Guilford with'sales
representatives for-its GLIADEL® Wafer product. In accordance with the terms of the Cardinal Agreement,
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during the first year of the Cardinal Agreement, the Company was obligated to pay Cardinal only $2.0 million

of total costs charged by Cardinal. Amounts charged in excess of $2.0 million were converted to a note payable

on October 24, 2001 '(in the amount of $3.4 million). Principal and interest on the note are paid monthly and

the note is due September 2003. Dunng the’ year ended December 31 2001 the Company repaid $0.4 million
. ifl prm(:lpal

Addltlonally, we entered into $0.5. mrlhon in capital leases in connection with our acqulsmon of computer
equipment and financed certain insurance premiums of $0.4 million during the year ended December 31,
2001. These increases in long-term debt were offset by $0.5 million in repayments. We also made prmcrpal
repayments on our ex1st1ng bond term and other loans of $2.2 million.

1

We have funded our capital expend1tures by either leasmg the equrpment pursuant to our equipment lease
arrangements or purchasing the equipment utilizing our existing cash. We funded capital .expenditures of
$2.4 million, $3.5 million and $4.1 million for the years ended December 31,- 2001, 2000 and 1999,
respectively. Of the caprtal expendrtures funded during the year ended December 31, 2001, $2.1 million were
funded pursuant to equipment lease arrangements and $0.3 million were acqurred through the use of our cash.

In order to meet our anticipated future facilities needs, we initiated a project to design, construct, and
lease a research and development facility. To accomplish this task, in February 1998, we entered into a real
estate development agreement and operating lease with a special purpose entity, or SPE, sponsored by a
commercjal bank. The SPE is not consolidated in our consolidated financial statements and we have
accounted for this arrangement as an operating.lease in accordance with SFAS No. 13, “Accountmg for
Leases,” as amended. This facility, which was substantially completed in June 1999 for a total cost of
approximately $19.5 million, was constructed adjacent to our current headquarters i in Baltimore, Maryland
and provides approximately 73 000 square feet of research and development capacity. The initial lease term is
for a period of 84 months (including the construction period) and expires in February 2005. We have the
option to either purchase the facility on the remaining anniversary dates during the initial lease term, or sell
the facility to a third party at the expiration of the initial lease term. In the event the facility is sold to a third
party, we will be obligated to pay the lessor any shortfall between the sales price and 83% of the lessor’s net
investment in the facility. The lessor’s net investment in the facility was approximately $19.0 million at
December 31, 2001 and we anticipate that it will be further reduced to approximately $18.2 million by the
expiration -of the initial lease term in February 2005. We are required to maintain collateral equal to
approximately 83% of the remaining balance of the lessor’s net investment in the facility. We:had cash
collateral of $14.3 million as of December 31, 2001 and 2000, which is included in the accompanying
consolidated balance sheets as “Investments — restricted.” In addition to this cash collateral requirement, we
are subject to various other affirmative and negative covenants, the most restrictive of which requires us to
mamtam unrestricted cash, cash equwalents and investments in the aggregate equal to $40 million.

Pursuant to the terms of the operating lease agreement, we are-obligated to make monthly lease payments
equal to the interest, based on monthly LIBOR plus 0.625%, calculated on the lessor’s net investment in the
facility plus principal of $20,000. As a result of the intérest rate swap agreements entered-into during 1998 and
1999 with a commercial bank, we effectively fixed the interest rates on these variable interest rate-based lease
payments at approximately 6% in the aggregate. These interest rate swap agreements provide the commercial
" bank with-a call provision exer01sable during 2003. Assuming the commercial bank exercises its call provision,
we would be exposed to market risk related to the underlying interest rates of the operating lease. We describe
these interest rate swap transactlons with the commerc1a1 bank in Note 9 to the footnotes to our consolidated
financial statements

We ant1c1pate that this research and development facﬂrty, along with our headquarters will support our
research and development activities through at least the end of 2002. We may be required to seek additional
office space to support commercial and administrative activities. Should this be requlred we would expect to
lease such facilities at market rates for a penod not to exceed three years.

During 1998 and 1999, we. entered into a series of interest: rate swap transactions with a commerc1al bank
covering $10 million of our bond and term loans. As a result, we fixed the interest rates on our debt at
approximately 6% in the aggregate. The notional amounts of these interest rate swap agreements amortize at
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the same raté as the underlying bond and term loans. We describe these interest rate swap transactions w1th
the commercial bank in Note 9 to the footnotes to our consohdated financial statements. :

" During. 1998 we established an unsecured, revolving line of credit for $5 million with a commercial bank.
Borrowings under this line of credit are payable on demand at an interest rate of LIBOR plus 0. 55% No
amounts were drawn under thls line of credrt in 2001, 2000 or 1999. r

In 1998, our Board of Directors approved a program to purchase up to 1,000,000 shares of our common
stock in the open market from time to time at-our discretion. In August 1999 the Company terminated this
share repurchase program. We repurchased a total of 252,500 of our shares under this program for an
aggregate cash outlay of approx1mately $2.7 million.

“We expect to need s1gn1ﬁcantly greater capital to continue our research and product development
. programs and pre-clinical and clinical testing and to manufacture and market, sell and distribute our products.
We will also need add1tronal funds to meeét our future facilify expansion needs if necessary Our capital
requrrements depend on a number of factors mcludmg

K the progress of 'ourz r'ese_arch anddevelopment' programs;
* the prooress of 'pre- clrmcal and clinical testing;
* the t1me and costs 1nvolved in obtanung regulatory approvals

. - the cost of ﬁhng, prosecutmg, defendmg and enforcrng any patent clalms and other 1ntellectual property
rights; S o ' . o

: . "ch"'ange:s; ln‘our'existing rese_arch relati'onShjps; '
. c‘ompeting*technological an'd market developments; :
¢ our ability to establish collaboratrve arrangements
* our ab111ty to enter into hcensrng agreements and. contractual arrangements w1th others and
. the prog_re‘ss; of eﬁ"or‘tsto scale-up manufacturing processesﬁ o |
" We believe that our existing resources ‘will be “sufﬁ'cije'nt to fund our activities. through 'a't least
December 31, 2002. However, we may need significantly greater capital in the near future to 1ncrease pre-
clinical and cllnrcal development actlvrtres for product candldates such:as;’ ‘
» GPI 1485 (our lead FKBP neurormmunophﬂm llgand), ‘
. PACLIMER® Mrcrospheres ‘ .
. ‘ “ . GPI 5693 (our lead NAALADase 1nh1b1tor)
' AQUAVANTM InJectlon (our propofol prodrug)

. -LIDOMERTM M1crospheres (our delayed release l1doca1ne analgeSIC product candldate targetrng post-
surgical pain); and : .

"« PARP 1nh1b1tors.

. Additionally; in order to leverage the capabilities of our commercial operations group, we are investigat-
mg the possibility. of in-licensing additional hospital-based products within our targeted 'markets..In’ order to
acquire .one. or more of these products; we may requrre significant addrtlonal cap1tal P
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The following are contractual commitments at December 31, 2001 associated with debt obhgatlons lease
obligations and our research ‘and-development projects (in thousands):

Payments Due by Period

Contractual Commltment(l) .' e ! Total - 1 Year 2-3 Years 4-5 Years Thereafter
Long-term debt ............... U e $ 8186 $.4161 $ 3,710  $122  $193
Capital lease obligations . ................. oo 566 454 112 — —
Operating leases. i . conie oo e o T 6906 2,947 3,592 0 367 —
Research and development facility lease(2) .......... 4,294 1,356 2,712 226 —
Research and development arrangements(3) e 5,558 ' "4;1 17 1,260 181° —

Total Contractual CoOmmitments . . ....oovvvurnnnn... ‘ '$25,510 $13,035 $11,386 $896 $19’3‘

N

03 Thrs table does not include any milestone payments under agreements we have entered 1nto in relation to

“our in-licenised technology, as the timing and 11kehhood of such payments are not known. Also, minimum

~ annual research expenditures pursuant to such license agreements have been excluded from this table as

we expect to spend those amounts as we progress the development of the underlying technologies. In the

aggregate these minimum annual research expendrtures are approx1mately $1.0 million and typically
apply to all years prior to regulatory approval of a product incorporating the licensed technology.

(2) In February 1998, we entered into a real estate development agreement and operating lease with a special
purpose entity sponsored by a commercial ‘bank (which we will refer to as “lessor” in this section) to
acquire construct and lease a research and development facility. Construction was completed in 1999 at a

" “.total cost covered by this lease of approximately $19.5 million. We account for this lease as an operating
lease and, as a result, record neither an asset nor a liability on our balance sheet. The amounts included in
the table above include only our annual lease payments of approximatety $1.4 million for the remainder of
the initial lease term ending February 2005. Our lease payments represent variable-rate interest payments
(indexed to the London interbank offered rate) on the lessor’s net investment in the facﬂrty plus principal
of $20,000 per month. As a result of certain interest rate swap agreements entered into by us, we have
effectively fixed the interest rate on this variable interest-rate based lease at approximately 6%.

At the expiration of the initial lease term, we may either purchase the facility or sell the facility to a third

party. The lease provides a residual value guarantee from us to the lessor in the event the facility is sold to

a third party for less than 83% of the lessor’s net investment in the facility. We do not believe that our

facility has experienced a property value decline since it was constructed. However, we have no assurance

that the property value will not dechne between now and the term1nat1on of the initial lease on or before
) February 2005,

(‘13) Includes comrmtments that we have entered into at December 31, 2001 to engage third partres to perform
various aspects of our research and development efforts subsequent to December 31, 2001.

Recently Issued Accounting Pronouncements

In July 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards No. 142 (“SFAS 142”), Goodwill and-Other Intangible Assets. SFAS 142 requires
goodwill and other intangible assets with indefinite lives to no longer be amortized; but instead tested for
impairment at least annually. In addition, the standard includes provisions for the reclassification of certain
existing intangibles as goodwill and reassessment of the useful lives of existing recognized intangibles. The
standard is effective for fiscal yéars beginning after December 15, 2001: We do not believe that the adoption of
SFAS 142 will have an initial impact on our consolidated financial statements since we have determined that
our intangible asset of the rights to market, sell and distribute GLIADEL® Wafer, has a ﬁmte life, whrch is
consistent with our current accountlng treatment.

+ In- July.2001; the FASB issued SFAS No. 143, Accounting for Asset Retirement Obligations
(“SFAS-1437). SFAS 143 required the recognition of a liahility for an asset retirement in the period in Wwhich
it is incurred. A retirement obligation is'defined as.one in which a legal obligation exists in the future resulting
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from existing laws, statutes or contracts. The. standard is eﬁ”ective. for. fiscal years beginning: after June 15,
2002. We do not believe the adoption of SFAS 143 will have any 1mmed1ate 1mpact on our. consolldated
financial statements. ST

In August 2001, the FASB issued SFAS No. 144, Accounting for the’ Impairment or'Disposal of Long-
Lived Assets (“SFAS 144”), which supercedes both SFAS No. 121, Accounting for the Impairment of Long-

" Lived Assets and for Long-Lived Assets to be Disposed of (“SFAS 1217), and the accounting and reporting
provrsxons of Accounting Prmerples Board (“APB”) Opinion No. 30, Reportlng the ‘Results of Opérations-
Reportmg the Effects of D1sposal of a Segment of a Business, and Extraordmary, Unusual and Infrequently
Occumng Events and Transactions (“APB 307), for the disposal of a business segment (as previously deﬁned
in that Opinion). SFAS 144 retains ‘the fundamental prov1s1ons in SFAS 121 for~ recognizing and measunng
impairment losses on long lived assets held for use-and long- -lived assets to be disposed of by ‘sale, while also
resolving s1gn1ﬁcant 1mplementat1on issues’ associated with SFAS "121. For example, SFAS 144 provides
guidance on how long-lived assets that are “used as’ part ‘of a group should be evaluated for 1mpa1rment
establishes criteria for when a long-lived asset is held for sale, and prescrlbed the accounting for a long- lived
asset that will be disposed of" other than by sale SFAS 144 retalns ‘the basic provisions of APB 30 on ‘how to
present “discontinued - operat1ons in the income statement’ ‘but broadens that’ presentat1on to mclude a
component of an entity (ratherthan a segment ofa busmess) Utlike SFAS 121, an 1mpa1rment assessment -
under SFAS 144 will never result in a write-down of goodwill. Rather, goodw111 is evaluated for impairment
under SFAS 142, Goodw1ll and Other Intangrble Assets. ‘

~W ¢ are required to adopt SFAS 144no later than the: -year begmnmg after December 15, 2001 and plan

" to:adopt its:provisions for the quarter ending March 31, 2002. We do not expect the adoption of SFAS 144 for

assets-held for use to have a-material impact on our consolidated financial statements because the requirement
for the assessment of impairment iunder SFAS 144 is largely unchanged from SFAS 121. The' provisions of the
new standard for assets held for sale or disposal generally are required 16 be applied prospectively after the
adoption date to. newly initiated disposal activities. Therefore, we cannot determine the potential effects that
the adoptlon of these prov1s1ons of. SFAS 144 wrll have on our consohdated financial statements.” -

0utlook

‘ Dunng the year endmg December 31, 2002 we expect sales of GLIADEL® Wafer to. be between
$19.0 million 4nd $21.0 million. Prev1ously, we had d1sclosed that we expected GLIADEL® Wafer sales to be
. bétween $26 0 and $29 0 million. This’ prev1ous gu1dance assumed that we would receive an approval prior fo
“the end of the first quarter of 2002 from the FDA regardmg our supplemental New Drug Application for the

use of GLIADEL® Wafer dunng initial surgery In March 2002 we rece1ved notification from the FDA that

our supplemental New Drug Appl1cat1on was not approvable Although we plan to address with the FDA
lssues the agency raised regarding this application, we ‘cannot be certain that'we will be successful in our
attempt to receive an expanded. label for GLIADEL® Wafer in the United States during 2002, or at all.

Accordmgly, we have reduced our projections for GLIADEL® Wafer sales for 2002 to be consistent with-sales

we achieved dur1ng 2001 because. we expect the market to be the same. During 2002 .We also plan to expand

our presence globally, and expect to sign agreements, with’ 1nternat1onal dlstnbutors to expand the use of

GLIADEL® Wafer in markets outside the United States

In order to leverage the capabilities of our commer01al operatlons group, we are mvest1gatmg the
possibility of in-licensing additional hospital-based.products within our target markets ‘

We are seeking new corporate collaborations during 2002. W'e are contmuously in discussions with
" potential partners regarding rights to our products, product candidates and research programs. As a result of
SAB 101, we are curfently not able to define the extent to which any payments received in 2002 from
" partnering act1v1t1es would be recorded as revenue.

- We currently anticipate research and development expensesin 2002 to be approximately $58.0 million to
$63.0 million. Almost all of the increase in research-and development expenses over these expenses in 2001,
* will be related to increased clinical development costs. We anticipate that general and administrative costs will
‘be consistent with 2001. We expect marketing, sales and distribution costs to increase modestly from the levels
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incurred in 2001. Cost of sales as a percentage of net sales are expe'cted 1o be-in the range of 10% to 15%-of net
product sales,.although i increases.or: .decreases in quarterly production levels. may cause. volat111ty in the'cost’ of

s

sales percentages. ' A ST

Item TA. Quantltattve and Qualztattve Drsclosures About Market Rtsk

A substantral portron of our assets are investment grade debt, 1nstruments such as dlrect obhgatrons of the
U.S. Treasury, securities of federal agenc1es which carry | the drrect or 1mpl1ed guarantee of the
U.S. government, bank | certrﬁcates of dep051t and corporate securities, 1nclud1ng commercial paper and
corporate debt 1nstruments The market value of such, investments fluctuates with current. market interest
rates. In general as rdtes mcrease the market value of a debt mstrument would be expected to decrease. The
opposrte is also true. To. minimize such market risk, we have in the past and (to the extent. possrble will
continue in the future to hold such debt 1nstruments to maturrty at ‘which t1me the debt instrument w1ll be
redeemed at its stated or face value. Due to the short -duration and nature. of these mstruments we do not
beheve ‘that we ‘have a material exposure to, interest. rate risk related “to .our 1nvestment portfolio. "The
1nvestment portfolio at December 31 2001 was $151 9 million. and y1eld to matunty was approxrmately 3. 0%
The, welghted average return on. our 1nvestments durmg the year ended December 31, 2001 _was
apprommately44% N e ey

PN - . war s

Substantially all of our financial obligations were ‘establishéd ‘with interest rates which fluctuate With
market conditions. As a hedge against such fluctuations-in interest rates, we have.entered into certain interest
rate swap agreements with'a commercial bank (‘“‘Counter party™),.to exchange substantially.all-of our variable
rates of interest on.certain financiatl obligations. for fixed rates. Our borrowings under our bond-and term loans
and financial obligations ufider certain lease arrangemerits are- approximately: $23.5:million. Pursuant to these
borrowing arrangements, we are obligated to pay variable interest rates_on substantially all of these obligations
of LIBOR. plus-between. %% and *%%. The. interest rate swap agreements have-a’ total:notional principal
amount of approximately $24.4 million as. of December 31, 2001.. Pursuant to-these interest rate swap
agreements, we pay a fixed rate of interest to the counter party of approximately 6% and receive from the
counter party a variable rate of interest of LIBOR plus *%. The differential to be paid or received as interest
rates change is charged or credited, as appropriate, to operations. Accordingly, we have effectively “swapped”
or exchanged floating intetest, rates for “ﬁxed” interest rates on our ﬁnan01al obligations at a blended annual
rate of approxrmately 6% in the aggregate. These 1nterest rate swap agreements havé approxrmately the same
matunty dates as the ﬁnancral obhga’uons and expire on various dates through February 2005. The commer01al
bank has the nght to terminate” certain of. the agreements hav1ng a. total notional pr1nc1pal amount of
$20.0 million during February 2003. We do not speculate on the future drrectron of interest rates nor do we use
these derivative financial instruments for tradrng purposes ‘In the event of non-performance by the counter
party, we could be exposed to market nsk related to 1nterest rates ;

‘ “The aggregate fair ‘value of these “interest rate swap agreements was “‘d" 11ab1hty of apprommately
$l l mrlhon at December Sl 200l Current market prrcmg models were used to estrmate these farr values

.,

Item 8. Fmanctal Statements and Supplementary Data

The 1nformat10n requrred by thrs 1tem is incorporated by reference to the ﬁnan01al statements: hsted in
Items 14(a) of Part IV of this Form 10-K..

IR

Ll

48




Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

* None.
PART III

. Item 10. Directors and Executive Officers of the:Registrant ...

Information concerning our directors is incorporated by'_vr'eference‘, from the ‘information to be contained
under the captions “Board of Directors” and “Section’16(a) Beneficial Ownérship Reporting' Compliance;” in
our 2002 Proxy Statement, which will be filed no later than 120 days following December 31, 2001.
Information concerning our executive officers is contained in Item L.A. of Part 1.:; ,

Ttem 11. Executive Compensatto‘n ‘

The information required by this jtern is hereby incorporated' by reference from the information to be
contained under the caption “Executive Compensation” in our 2002 Proxy Statement, which will be-filed no
later than 120 days following December 31, 2001.. = . o S

Ttem 12. - Security Ownership of Certain Beneﬁcial Owners and Management

~ The information required by this item is hereby incorporated by reference from the information to be
contained under the’ caption “Beneﬁc1a1 Ownershrp of Common Stock” in our 2002 Proxy Statement, which
will be filed no later than 120 days. followmg December 31 2001

Item 13. Certain Relattonshlps andvRelated Transactions

The 1nformatlon required by this 1tem is hereby 1ncorporated by reference ‘from the 1nformat1on to be
contained under the caption “Beneficial Ownership of Common Stock” and “Certaln Relationships and
Related Party Transactions” in our 2002 Proxy Statement, which will be filed no later than 120 days followlng
December 31, 2001. - S '

PART IV

Item 14. Exhibits, Financial Statement Schedules, and Reports on Form 8-K
(a)(1) Financial Slatements o

The following Financial Statements are 1nc1uded in this report

. ‘ ) ‘ Page #
. Independent Audrtors Report ...... FE T PP F-1.
... Consolidated Balance Sheets as of December 31, 2001 and 20007 7. dee e TR S
Consolidated Statements of Operatlons for the Years Ended December 31 2001 2000 o
‘ and 1999 ...... e e e e e e e e e e e .. F3
. :Consolldated Statements of Changes in Stockholders Equrty for the Years Ended ' '
December 31, 2001, 2000 and 1999 ... ... .o it e . F-4
Consolidated Statements of Cash Flows for the Years Ended December 31, 2001 2000, i .
and 1900 ... F-5
Notes to Consolidated Financial Statements . ....... .. it F-6
(a)(2) Financial Statements Schedules
The following Schedules are filed as part of this report:
Independent Auditors’ Report . ........ . i F-26
Schedule I — Valuation and Qualifying Accounts....... e O F-27
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(a)(3) Exhibits

Except where noted below, the following exhibits are incorporated by reference to the Registrant’s
Annual Report on Form 10-K: for the year ended December 31, 1997:

Exhibit

Number
3.01A
3.01B

3,02
4.01
4.02A
4.02B

10.01A
10.01B
10.01C

10.01D
10,024

10.02B
10.02C

10.03A1

10.03B

10.04%
10.05
10.06
10.07
10.08
10.09
10.10
10.11
10.12
10.13A
10.13B

10.13C

10.14

Description

Amended and Restated Certificate of Incorporation of the Company.’

Certificate of Amendment to Amended and Restated Certlﬁcate of Incorporation.
Amended and Restated By-laws of the Company. ’
Specimen Stock Certificate. -

Stockholder Rights Agreement dated September 26, 1995.

Form of Amendment No. 1 to Stockholder Rights Agreement (mcorporated by reference to
Form 8-K, filed October 20, 1998)

1993 Employee Share Option and Restricted Share Plan (1993 Optron Plan”)
Amendments to 1993 Option Plan.

1998 Employee Share Option and Restricted Share Plan’ (“1998 Optlon PIan”) (Incorporated by
reference to Form S-8, filed on February 12, 1999). _

Amendment to 1998 Option Plan (incorporated by reference to Form 10-K filed on March" 30,
1999).

Series A Preferred Stock Purchase Agreement, dated September 30 1993, as amended between
the Company and holders of its Series A Preferred Stock (“Series A Agreement”)

Amendment, dated August 25, 1994, to Series A Agreement
Amendment, dated February 15, 1995, to Series A Agreement.
License Agreement, effective March 18, 1994, between the Company and Research Tnangle

‘Institute, a not-for-profit Corporation existing under the laws of North Carohna

Appendlx A to Exhibit 10.04.

License Agreement, dated March 15, 1994, between the Company and. Scms Nova.
Employment Agreement between the Company and Craig R. Smith, M.D.
Employment Agreement between the Company and Andrew R. Jordan.
Employment Agreement between the Company and John P. Brennan.
(Intentionally Omitted) ‘
Employment Agreement between the Company and William C. Vincek, Ph.D..
Employment Agreement between the Company and Peter D Suzdak
(Intentionally Omitted) ‘

Employment Agreement between the Company and Thomas C. Seoh.
Amendments to certain executive officer employment letter Agréements.

Form of Change in Control Severance Agreement (1ncorporated be reference to the Form 10-Q
for the quarter endéed-September 30, 1998).

Severance Provisions from Employment Letter Agreement, effective September 21 1998, with
Nancy F Linck (incorporated by reference to the Form 10- Q for the quarter ended Septem-
ber 30, 1998).

(Intentronally Omitted)’
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Exhibit
Number .

10.15A .

-10.15B
10.15C .
'10.15D

10.16A%
10.16B
10.16Ct

10.17-

'10.18 -
10.19A
10.19B

10.19C

10.20 -
10.21A

10.21B
10.22(1)
10.23(1)

10.24

10254

10.25B

1026

10.27A

© 1027B
1027C

10.28

10.29%

1030

~10.31

10324

Description

Consulting Agreement, dated August 1, 1993, as-amended on February 28,.1994, between the

Company and Solomon H. Snyder, M.D. (the “Snyder Consulting Agreement”)..

. September 1, 1995 amendment to.Snyder Consulting Agreement. .

November 19,.1997 amendment to Snyder Consulting Agreement.

" September 1, 1998 and January 1, 1999 amendments to Snyder Consultmg Agreement (incorpo-

rated by reference to Form 10-K filed March 30, 1999).
License Agreement, dated December 20, 1993 between the Company and The Johns Hopkms

- University (“JHU Agreement”).

Appendrx B to JHU Agreement

‘Amended and Restated Licerise Agreement el’feetrve November 25 1998, between the Company

and Johns Hopkins (incorporafed by reference’ to Form 10-K filed March 30 1999)
Form of Director and Officer Indemnification Agreement " R

‘Form of Tax Indemnity Agréement.

Guilford Pharmaceuticals Inc. Drrectors Stock Optron Plan ,
Amendments to Directors’ Stock Option Plan (1ncorporated by reference to Form l() K filed on"

- March 30, 1999).

Amendment to Form of Drreetors Stock Optron Agreement (mcorporated by reference to
Form 10-K filed March 30, 1999).

" Lease Agreement, dated August 30, 1994, between Crown’ Royal L P. and the Company

Lease Agreement, dated June 9, 1997 between SN Properties, Inc. and the Company (“Freeport
Lease”). r o ’

Amendment, dated February 10, l998 to Freeport Lease
(Intent1onally Omltted) :

Employment Letter Agreement, effectrve J anuary 27 1998 between the Company and Dana C
Hilt, M.D.

Exchange and Regrstrauon Rrghts Agreement dated February l7 1995,-among-the Company -
and the Abell Foundation, Inc., and the several holders named in Appendix L.

Loan and Financing Agreement between the Maryland Economic Developrnent Corporatron
(“MEDCO”), the Company and Srgnet Bank/Maryland (“S1gnet”) (“L&F Agreement”)

Amendment No. 1, dated June 30, 1998, to L&F Agreement (1ncorporated by reference .to the

.. Form 10-Q for the quarter ended June, 1998).

Leasehold Deed of Trust by and between the Company and Jamce E. Godwrn and Ross Chaffin
(as trustees) for the benefit of MEDCO and Signet.

Insurance Agreement between the Maryland Industrial Development Fmancmg Authority and
Srgnet (“Insurance Agreement”) .

‘ Letter dated April 2, 1996 amending Insurance Agreement

Amendment No. 2, dated June 29, 1998, to Insurance Agreement (1ncorporated by reference to

‘the Form -10-Qr for the .quarter ended. June 30, 1998).

License Agreement, dated December 9, 1995, by and between the Company and Daiichi

Radrorsotope Laboratories, Ltd.

Licensé and Distribution Agreement dated October 13, 1995 by and between the Company and
Orion Corporation. Farmos. ‘ : o c

(Intentionally Omitted).

- .. Master Lease Agreement dated March 19, 1998, by and between ‘Comdisco:. Laboratory and
" Scientific Group,.a Division of Comdisco Healthcare Group, Inc., and.the Company (incorpo-

rated by reference to Form 10-Q for the quarter ended March 31, 1998).

Bulk. Pharmaceutical Sales Contract, datéd September 23, 1994, bétween the Company and
Aerojet-General Corporation. - : . e ‘
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Exhibit
Number
10.33 -
10.34

10.35A

10.35B+

10.36
10.37A

10.37B
10.38

- '10.39
10.40%
10.41
1042
10.43
10.44
10.45

10.46

1047

10.48

10.49
10.50

1051

10.52

10.53

10.54 -

10.55 .-

Description

- Equipment Lease, dated September 18, 1996 between the Company and General Electric

Capital Corporation.

Term Loan, dated April .30, 1996 as- amended on’ December 6, 1996, by and between the
Company and Signet Bank. .

. Marketing, Sales-and Dlstrrbutlon nghts Agreement between Aventls S. A (formerly known as

Rhone-Poulenc Rorer Pharmaceuticals Inc.) (“Aventis”), the Company and GP1 Holdings, Inc.,
dated June 13, 1996 (“MSDA”). '

Amendment No 1 to MDSA, dated September 25,. 1998. (1ncorporated by reference to
Form 8-K, filed October 2, 1998).

Manufacturmg and Supply Agreement between Aventis and the Company, dated June 13 1996.

~ Stock: Purchase Agreement between the Company and Aventis, dated June 13,1996 (“Aventis

Stock Purchase Agreement”).

Amendment No. 1 to Aventis Stock Purchase Agreement dated September 25, 1998 (1ncorpo-
rated by reference to Form 8-K, filed October 2, 1998).

Loan Agreement between the’Company and Aventls Inc dated June 13 1996.
(Intentlonally Omttted) ’

Collaboration and License Agreement, dated December 15, 1997 and effective as of August.20,
1997, between Amgen Inc. (“Amgen”), GPI NIL Holdings, Inc. and the Company.

Stock and Warrant Purchase Agreement dated October 1 1997, between Amgen and .the
Company

Regrstratron nghts Agreement dated October 1, 1997, between Amgen and the Company
Warrant, dated October 1, 1997 issued to Amgen

Security Agreement, dated as of February 5, 1998, between First Secunty Bank, National
Association (“First Security”), not individually, but solely as the Owner Trustee under the
Guilford Real Estate Trust 1998-1 (the “Trust”) and First Union.

Amended and Restated Trust Agreement, dated as of February 5, 1998 between the Several

- Holdersfrom time to time parties thereto-and the Trust.

Agency Agreement dated as of February 5, 1998, between the Company and the Trust.

Credit Agreement, dated as of February 3, 1998 among the Trust, the Several Holders from time
to time parties thereto and First Umon

Partlcrpatlon Agreement, dated as of February 5; 1998, among the Company, the Trust, the
various and other lending institutions which are parties hereto from time to time, as Holders the

- ‘various and other lending institutions which are partles hereto from time to time, as Lenders; and

First Union.

" Lease Agreement, dated as of February 5, 1998, between the Trust-and the Company.

MIDFA Agreement, dated June 29, 1998, by and betwéen MIDFA, First Security, the Company
and First Union (incorporated by reference to Form 10-Q for the quarter énded June 30,7 1998).

Insurance Agreement, dated June 29, 1998, by and between MIDFA and- First Union (incorpo-
rated by reference to Form 10-Q for the quarter ended June 30, 1998).

T April 1, '1999 amendment to Consulting Agreement, dated August 1, 1993, as amended, bétween

the Company and Solomon H. Snyder, M.D. (1ncorporated by refererice to Form 10-Q for the
quarter-ended March 31, 1999).

Amendment to Directors’ Stock Option Plan (incorporated by reference to Form 10-Q for the
quarter ended March 31, 1999). :

. Amendment to Form of Stock Option Agreement under the Company s 1993 and 1998 Employee
-Share Option and Restricted Share Plans (mcorporated by reference to Form 10-Q for the

quarter ended March 31, 1999).

Amendment to Form of Directors’ Stock Option Agreement, effective May 18 1999 (incorpo-
rated by reference to Form 10-Q for the quarter ended .June 30, 1999)..
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Exhibit
Number

“10.56 -

10.57
10.58

10.59

oy A
* Description -

“July1,1999 amendihent to Consulting Agreement, dated August'I;’ 1993 between the Company

- and Soélomon H. Snyder M. D (incorpordted by reference to Form 10-Q for the quarter ended

10:60-- - -

10.61

10.62

10.63

10.64
“11.01

21.01
23.01

. to Form 10-Q for the quarter ended September 30, 2000).

June 30, 1999).

Consulting Agreement, dated July 23, 1999, between the Company and Solomon H. Sny-
der, M:D. {incorporated by reference to: Form 10-Q for the quarter ended June 30, 1999).
Form of Severance Agreement (incorporated by reference to Form 10-Q for the quarter ended
September 30, 1999).

Form of Change in Control Severance Agreement (incorporated by reference to Form 10- Q for’
the quarter ended September 30, 1999).

Licénse, Development and Commercialization Agreement dated March 2, 2000, between the
Company and ProQuest Pharmaceuticals Inc. (incorporated by reference to Form 10-Q for the

. -quarter ended March 31, 2000).
" Rights Reversion Agreement dated October 23, 2000, by and between Aventis Pharmaceutical

Products Inc., Rhone-Poulenc Rorer Inc., GPI Holdings, Inc. and Guilford Pharmaceuticals Inc.
(1ncorporated by reference to Form 10- Q for the quarter ended September 30, 2000).

‘Agreement dated’ October 24, 2000, ‘by "and’ between Cardinal Health" Sales -and' Marketmg

Services, a division of RedKey Inc. and Gailford Pharmaceuticals Iric! (1ncorporated by reference

Employment Letter Agreement dated November 13, 2000, between the Company and David P.

- Wright (incorporated by reference for Form-10-K for year ended:December 31, 2001).

Employment Letter Agreement dated:October 6, 2000, between tlﬂle”_Company and"Margaret M.
Contessa (incorporated by reference for Form 10-K for year ended December 31, 2000).

: Statement re: Computatlon of Per Share Earnings (See Notes:to Consohdated F1nanc1a1

Statements): , ’
Subsidiaries of Reglstrant (ﬁled herew1th)
Consent of KPMG'LLP ¢filed herew1th)

1 Conﬁdentlal treatment of certair portions of these agreements has been granted by the Secuntles and
Exchange Commission.

“(b). Reports on 8-K: e . I

None.

¢
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SIGNATURES

. Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchaﬁge Act of 1934, the
registrant has duly caused this Report to be-signed on its behalf by the undersigned, thereunto duly authorized.

-GUILFORD PHARMACEUTICALS Inc.
By: /s/ CRAIG R. SmrTH, M.D.

, - Craig R: Smith, M.D.
Chairman and Chief Executive Officer

March 25, 2002
Pursuant to the requlrements of the Securities Exchange Act of 1934 thls Report has been 51gned by the
following persons in the capacities and on the date indicated. : , *

Signature : Title * o "« Date
/sf  Craig R. SMiTtH,” M.D. K Chief Executive Oﬁicér and Director  -March 25, 2002
Craig R. Smith, M.D. (Principal Executive Officer) - -
../s/ ANDREW.R. JORDAN Sr. Vice President, Chief Financial March 25, 2002
Andrew- R. Jordan ‘ Officer,. and Treasurer (Principal- -

Financial Officer and Principal
Accountlng Officer)

/s/ SorLomoN H. SNYDER o Director . » .. March 25_,‘ 2002
Solomon H. Snyder, M.D. ' ' ‘ ‘

/s/ GEORGE L. BUNTING, JR. " Director " - March 25, 2002
George L. Bunting, Jr.

/s/  W.LEIGH THOMPSON Director March 25, 2002
W. Leigh Thompson, M.D., Ph.D.

/s/ ELiZABETH M. GREETHAM Director March 25, 2002
Elizabeth M. Greetham

/s/  JosepH KLEIN, III Director March 25, 2002
Joseph Klein, ITI

/s/ RONALD M. NORDMANN » Directoi March 25, 2002
Ronald M. Nordmann
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The Board of Directors and Stockholders of
Guilford Pharmaceéuticals Inc.:

We have audited the accompanying consolidated balance sheets of Guilford Pharmaceuticals Inc. and
subsidiaries (the “Company”) as of December 31, 2001 and 2000, and the related consolidated statements of
operations, changes in stockholders’ equity, and cash flows for each of the years in the three-year period ended
December 31, 2001. These consolidated financial statements- are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based on
our audits.

We eondncted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards requlre that we plan and perform the audit to obtain.reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes ‘exathining, on a test -
basis, evidence-supporting the amounts and disclosures in the financial: statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
~ the overall financial statement presentation. We believe that our audits provide a reasonable. basis for our

opinion. _ ‘

*“In our opinion, the consolidated financial statements referred to above present fairly, in all material
respeets, the financial position of Guilford Pharmaceuticals Inc. and subsidiaries as of December 31,:2001.and
2000, and the results of their operations and their cash flows for each of the years in the three-year. period
ended December 31, 2001, in conformity with accounting principles generally accepted in the United States of
Amierical - : ‘ '

As discussed in Note 2 to the consolidated ﬁnanmal statements “the Company changed 1ts revenue
recogmtlon pohcy for non- refundable upfront fees in 2000. ‘

‘:'@.v

/s/ KPMG LLP

' Phiiadelphiat,. PennsyIVania
~ February 8, 2002 ‘
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GUILFORD PHARMACEUTICALS INC.
CONSOLIDATED BALANCE SHEETS

December 31,
2001 - 2000
(in thousands,

) ' except share data)
. " ASSETS ' :

Current assets: o :
Cash and cash equivalents ....................... e P $ 56,784 . § 32,806
Investments ... .. e o e e e 81.,498 58,309
Accounts receivable, net................... e P 3,219 734
Inventories, net ...................... e e e B . 2,687 2,168

. Prepaid expenses and other current assets ... .. e P e 3,365 11,762

Total current assets . ....... P T SR S, 147,553 95,779

TNVEStMENtS — TESETICIE . . .+ vt et e e e e e e e e e 16,456 18,335

Property and equipment, net . ... .. i e e 8,331 12,048

Intangible asset, met. . ... ...ttt e R ‘ 7,430 ‘8,272

Other. assets ....... e e P S o LS7L 1,199

$ 181,841 *$ 135,633

- LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

ACCoUNtS PaYAblE . . .. e $ 6040 $§ 4,145
Current portion of long-term debt .. ... ... .. . e 4,615 2,481
Accrued payroll related costs ............ ... ... ... e PO 3,505 . 2911
Accrued contracted SEIVICES .« . v vttt et et et e e e 2,652 2,693
Accrued expenses and other current liabilities . ................ .. oo L2712 1,444
Total current liabilities . ......... ... ... .o ..., R 19,084 13,674
Long-term debt, net of CUITEnt POTtOM . . ...\ '\ttt et et 4,137 5,130
Other Habilities ............................ S 991 —
Total Habilities . . .. v e e 24,212 18,804
Stockholders’ equity:
Preferred stock, par value $0.01 per share; authorized 4,700,000 shares, none issued. . = —_
Series A junior participating preferred stock, par value $0.01 per share; authorized
300,000 shares, none 1SSUEA ...ttt e e e — —
Common stock, par value $0.01 per share; authorized 75,000,000 shares, 29,975,063 4
and 24,318,982 issued at December 31, 2001 and 2000, respectively ............. 300 243
Additional paid-in capital ............... FS e 351,553 250,858
Accumulated deficit ........ .. .. e e - (190,321)  (130,004)
Accumulated other comprehensive loss ....... A (452) (823)
Note receivable from officer. ......... . i (60) (60)
Treasury stock, at cost: 256,906 and 262,985 shares at December 31, 2001 and 2000,
TESPECtIVELY . . . e (3,339) (3,277)
Deferred compensation . ............ ... i (52) (108)
Total stockholders’ equity . ... ...t e 157,629 116,829

$ 181,841 § 135,633

See accompanying notes to consolidated financial statements.
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GUILFORD PHARMACEUTICALS INC. AND SUBSIDIARIES L
s CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

X , ‘ o 2001 2000 . . 1999
s , : I R » L o (in thousands, except_per share data)
'Revenues: o : ‘ o . _
Net product sales ............ P $ 20,360 $§ 1,492 8§ 4,371
.- License fees and royalties ........... T . 149 2,369 . - 2,427
+. Contract revenues . .. . . .. e e e e © . — 10,625 = 9,500
Revenues under collaborative agreements ............. [ 25 3,570‘{ ‘ 5,263 ‘
* . Total revenues ....... e S e L 20,534 18,0567 - 21,561
Costs and Expenses: o ‘ ‘ _ o R
COSt OF SALES . .« oottt e e e . 2836 1,358 . 2,308
.. Research and development ................... ER PR 54,272 7 46,900 ;- 41,922
7 Selling, general and admlmstratlve ....... T S 30,113 - 14,144 oAL281
- Merger costs ......... e e e — 1,403 -
Total costs and eXpenses .............coooeoeeo. D L. 87221 632805 .. .55 S
1 Operating loss ......... e R (66,687) ‘(745,72;9); (33 950)
Other Income (Expense) . ' o o : ;
; Investment and other income .... .. .. S . ‘.;.' o 6,870 ’ 7,7_51 B 7,722;:
f.j * Interest eXPense. . ... ...... IR S SO C(500)  (504)7v 7 (640) T
. Loss before the cumulative effect of ari accounting change........... (60,317) ~ (38,502) (26,868)
Cumulatlve effect of an accountmg change T U = ©(8,625) 7 -
- Net 1oss A P oo $(60,317) $(‘47,'1'27)1.$(:26,868,)
_ Basic and diluted loss per common share: b o . "
- Loss before the cumulative effect of an accounting change......... $ (2.14) $ (164) $§ (131 . =
- Cumulative effect of an accounting change ...................... — (0.36) =
Netloss.......’...,'.‘ ....... S e $ (214) $ (2000 § (1.31) ©
Welghted -average shares outstandmg to compute basic and dlluted loss _' ‘ _‘ P
- per. share [ ... ... ... 28249 235177 20475 "o T
Pro: forma amounts assuming change in apphcatlon of accountmg D . ‘ Sl
pnnmple applied retroactlvely o o R
"Netloss ........ S e e e 8T — $(38,502) $(2L,118) .
Net loss per comrn‘on‘sha‘re....;.,..;...v..f ..... e 08 — % (164 8 '(1.03)> o
R © See acCompanying Tiotes to consolioétea ﬁnén_cieil é’tai:fe?nents.‘ o B

E-3°




629°LS1$ @)'$ (6£€)$ ©)$ @ $ - (lze0e))$  £5SISES 006§ £90'SL66L R REE L L R L g0z g Jequisdaq ‘oousieg
95 9% T . - Trrreee ; " * UoIYesUadLod PALIoJOP JO UONEBZIIOW Y
601 ) ' N Co ,‘,‘ ’ mo_ . ’ . EREEEEE R Sl s S uouesuadwoa vondo yoig
€LY £2€ . _ N o ’ os1 ) T prele e :11 o _3 0} o038 b:wmu: JO SAFBYS Op6'pT JO Uonnqmisiq
el (58¢) T [ 9TLT T £TLOVI, ARRRAREE EEEE AP S SRR et suondo YO0)S JO ISIIANG
$9L'86 , R 01L'86, 9 86E'608°s T T T IRARARERAR R 't 039018 UCWIWOD JO SIIUBMSS]
(9%6'65) . N [ ,. ' ! : . * " * 550} QArsusYaIdiod [e10],
1LE X : . N . e 7" 9wooul FAISUSYRIdWOd 1YI0 [BI0L,
pev'L . : ) vwv._ L e Tt SANLINDLS A{ES-10J-|qR{EAR U0 WIEB POZHLaLM)
.Gﬁ.: . G.v_.:u : - S EREEEEEE . spiswaoIFe dems 2)e1 JSOIAIUL UO S5O PIZIEIIU()
€8 mm N T ardouud Jununoose ur 93ueyd © JO 1992 SANBMUIND
- i ' - . - ooyl dArsuaydios YO -
.:.—m.cov ' (L1£°09) . .................................. ....mmo_wuz..
- ] . - ) ’ . :850] 2aIsuaya1duIo))
_678911% -(801)$ o ueos (09)$ (£28) $ (v00'0g1)$ 868057$ Wi$  T868ILYL SRR SRR s e 000z C)E JOQUINAQ GDUE[EY
1Y .mml ‘ B || - ’ Tt AREEEREEEE Trrres uoresuadwos vu.:m._uv JO uonEZNIoUy
067 062 o7 R Tt R uonresuadwos nondo 301§
Tgse 1444 6€1 . o T e IR .:m_a () 10F ©1 2035 Kinsean) Jo S3reys 08['0T Jo uonnquIsiq
(i£20) (L£27) . - . P AR A 30018 UOWILIOD JO SITBYS $ST°G JO IseydIng
mwvn@ A@W;v - NMW.@ N. . @@Onoac P R I I R Ve aa s v—00~m UCWIWOD .-Q m&U:ﬁﬂmmm MQE#O
L86°L v86°L . € 000°00€ crr - - +.1asse o[qiSur)ul 10J 9FUBYOXS Ul Panssl Yo0IS UouIuIo))
@11'9v)$ I R RREAtE RERERE IRRERAEEA $50] oAIsusyalduros [e10)
S10°1 SI0L I IAAAE A SONUNOIS o_mmuo.‘.u_nu:?m uo wred pazifearuy
, _ owoouy saIsudy1dwos 1O -
(21 . (Zrw) O P $50] 10N
’ :sS0] darsuayaidwo)
086'rF1$ (Lon)$ (r87'€)$ 09)$ (8¢8°1)$ (LLg'z8) §  €l6'Tes  €€T§  €Ie'sTe'Ee T R 6661 ‘I£ 19quada( ‘Dusjey
— ml . - LN T T e e e <<+ 30038 PAIOLIISAL PAISAAUN JO DINIIDJIO]
18 ’, 8 - LT R R L PP PR ERT PR ** 0o noesuadwiod pasjep JO UONEZIHNOW Y
nvm ’ LY6 Tt T IR :o:ﬁ:aaE@o uondo o018
s¢ .. (4% i 8T Trttaerersrieeesenes ueid O 1oy o v_aoa b:a&: JO SaIBYS 69T JO uonnquisi(q
(602°0)- (602°7) R S 300)S UOLIWIOD JO SAIBYS (G |“bZZ JO aseyding
09T - , 109°C £ LeeELE T : : s - J001S UCLIWOD JO SIOUENSS! JOYIO)
-80b°TY YLETY 7Y onccdcm.m 781800 3uuayo jo jau ‘areys 12d g ¢[$ 1€ 1wowooe(d aeaud ur w_uoam UOUIWOD jJO IIUBNSS
ANWm|.m~VM e IASRRRREA R ARRAARE R sSo[ aa1suayaiduios fe10]
Giroy 1L ' cerreees $ILIND9S 9[BS-I0J-9[qE[ILAR UO SSO| PAZLmaIU[)
o ‘ :$80] aatsusyadwod 12Y10
(898°97) i (898'97) ] e o T T T $S0] 19N
. - . - . - ) : ' “mmo_.uzm:o:PEEoU
6L£0€18 (9618 . {66 1)8 (09)% - 9.8 ¢ (600°9¢) $ am:w; 9618 OI£'b6S6l . : 6661 ‘I Arenuey duejeg
i (eyep aaeys )daoxa ‘spuesnoi]) uj) ' :
Annby rc:.ﬁ:aaEcU 1S0)) jB ‘YI0)S YO (sso]) IITET ende)  junomy  sareyg jo
S1pOYPING PP Ansear], wolg Jwoduj PAEIINDY  C ul-preg -JoquInN © . .
L [ejor, . AqEAIDNY  dasudydrduio) Jenonippy | Wo0)S uouimIo) o ,
T . NN 2po . . -
. . . pAas|nunyy. N . .

Nﬁ«u areys 3daoxa ‘spuesnoy) ut) v ,

ALINOA SYTATOHNADOLS NI SAINVHD 40 SINTINALVLS AALVAITOSNOD
SHRIVIAISINS ANV "DNI STVIILLOADVINIVHd QMOhAuDU

F-4



GUILFORD PHARMACEUTICALS INC. AND SUBSIDIARIES
" CONSOLIDATED STATEMENTS OF -CASH FLOW . -

Cash Flows Frorn Operating Activities: - . ,

Net loss « L O S S FPA SUPPE A

Adjustments to reconcﬂe net Ioss 1o net cash used in’ operatlng R
act1v1t1es N _

Depreciation and amortization ............ e Sed e

Non-cash compensation expense .
Changes in assets and liabilities:

Accounts receivable, net prepald expenses and other assets o
Inventories, net ...... ... ... .... .. o U

Net cash used in operatmg actwmes ......................

Cash Flows From Investing Activities:

Purchases of.property ‘and equipment............. PO L.
Maturities of held-to-maturity securities .......0.0 . i .. L - :
Maturities of available-for-sale securities . . . e L el
‘Purchases of available-for-sale‘securities ............ .i: C

Net cash (used 1n) prov1ded by 1nvest1ng act1v1t1es P FER,

Cash Flows From Fmancmg Activities:

Net proceeds from issuarices of common stock ..... SO
Purchase of treasury Stock ... ............. . ..ol i
Proceeds from long-term debt . ........ ... ... oLl L
PrlnClpal payrnents onlong-termdebt ............. ... ... .....

Net cash prov1ded by ﬁnancmg act1v1t1es S

Net increase in cash. and cash equlvalents

Cash and cash equivalents at the beginning of penod ............

Cash and cash equivalents at the end of period .................

Supplemental disclosures of cash ﬂow information:

Net interést pald..".‘....‘. O T PR o

Non cash investing and ﬁnancmg actlvmes

Years Ended December 31,

© 2001

T2000° 0

1999 "~

. (in thousands, except share.data)

L $(60.317)

/§ (47,127) S . (26,868)

24,855 . 4,321 i 5 118
638 893 .. . 866 .

| (4460), © C6s) - (37

(519) (820) . (57)
3,204 908 247
(56,599) (42,690) _ (20,731)

(286) (A1) {1,850)

77 670 239 643. '+ 164,325

" [(97 546) (185 400) (179:155)
‘.,(20162) 54210 (14657)
"»:100;'108"‘ 9,»483* '4'5’,01-2 .

T 23Ty (2,209)

3733 — 600
(3,102) (2,298)  (2,159)

"100739" 6948 | 41 244
23,978 “.‘18 470, 0 . 5856

32,806 14,336 8,480

$ 56,784 $ 32,806 $ 14,336

$ <5007 $ 490 $<- 7590

‘Capltal lease obhgat10ns of $510 and $543 were 1ncurred in 2001 and 2000 respectlvely, when the Company

- entered. into- new leases for certain computer. equlpment

.- During 2000, the Company issued 300,000 shares:-of common® stock valued at $8 000 and assurned the
: obligation for product returns es‘umated at $500 in Teturn for' the. nghts to. market sell and d1str1bute

<. GLIADEL® Wafer.
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GUILFORD PHARMACEUTICALS INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

) Org:anization and Description of Business

Guilford Pharmaceuticals Inc. (together with its subsidiaries, “Guilford” or the “Company”) is a fully
integrated pharmaceutical company located in Baltimore, Maryland, targeting the neurological, surgical and
critical care markets. The Company’s mission is to develop novel proprietary biopolymer-based therapeutics
for surgeons and novel pharmaceutical products for the diagnosis and treatment of neurological disorders.

(2) Summary of Significant Accounting Policies and Practices

Principles of Consolidation

The consolidated ﬁnangial statements include the financial statements of Guilford and its subsidt'atries, all
of which are wholly owned. All intercompany balances and transactions have been eliminated in consolidation.

Segment Information

The Company operates primarily in one industry segment, which mcludes research development and
commercialization of novel products for the healthcare industry. The Company is managed and operated as
ofie business. A single management team that reports to the Chief Executive Officer comprehensively
manages the entire business. The Company does not operate separate lines of business or separate business
entities with respect to its product or product candidates. The Company operates primarily from its corporate
headquarters located within_the United States and derives revenues primarily from its sales to customers
within tHe United States. During the year ended December 31, 2001, approximately one percent of revenue

“was from customers outside of the United States. Accordingly, the Company'does not prepare discrete
financial information with respect to separate geographic or product areas and does not have,separately
reportable segments as defined by Standard of Financial Accounting Standards (“SFAS”) No. 131,
Disclosure about Segments of an Enterprise and Related Information.

Cash Equtvalents ‘

The Company had cash equlvalents of $53.9 million and $30.3 mllhon at December 31, 2001 and 2000,
respectively, which consisted of money market funds. The Company classifies all highly liquid 1nvestments
with an original maturity of three months or less at the time of purchase as cash equivalents.

Investments

Investment securities at December 31, 2001 and 2000 consist of direct obligations of the U.S. government
and U.S. government agencies, asset-backed securities and corporate debt securities. The Company classifies
investments at the time of purchase as either available-for-sale or held-to-maturity. Investments in securities
that are classified as available-for-sale are carried at their fair values. Unrealized holding gains and losses on
available-for-sale securities are excluded from current earnings (loss) and are reported-as a separate
component of stockholders’ equity as “Accumulated other comprehensive income (loss).” Realized gains and
losses on available-for-sale securities are determined on a specific identification basis. .Held-to-maturity
securities are those securities: for which the Company has the ability and intent to hold the: security until
maturity. Held-to-maturity securities -are carried at cost, adjusted for the amortized discount or premium.
Dividends and interest income are recognized when earned, regardless of the type of security.

A decline in the market value of any available-for-sale or held-to-maturity security below cost that is
deemed to be other than temporary is an impairment that would result in a reduction in the carrying amount to
fair value. Such impairment, if any, is charged to current earnings, and an adjusted cost basis for the security is
established. . .
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GUILFORD PHARMACEUTICALS INC. 5"AND“ SUBSIDIARIES
NOTES TO CONSOLIDATED- FINANCIAL STATEMENTS — (Continued)

Investment in Equtty Securities — Cost Method S
Equlty mvestments that are less than 20% of an. 1nvestee company s Votmg stock and where the Company
lacks the ability to significantly. influence the investee company are accounted for under the cost method of
accountmg Under this method, the Company’s share of the earmngs or’losses, of the investee company is. not
included in the consolidated statements of operations. A decline in market, value below cost that is deemed to-’
be other than temporary is an impairment that would result in a reduction in the - carrying amount to fair value.
Such impairment, if any, is charged to current earnings, and an adjusted cost basrs for the secunty is

established.
Interest Rate Swap Agreements R o C

‘Asa hedge agalnst ﬂuctuatlons in mterest rates the Company entered into interest rate swap agreements
to exchange a portion ‘of its variable interest rate financial obligations for fixed rates. The Company does not
speculate on the future dtreetlon of interest rates mor does the Company use these derivative financial
instruments for trading purposes. The drfferentral to be paid or received as interest' rates change Is accrued and
recognized as an adjustment of interest’ expense related to, the financial obhgatlon If"an mterest rate swap
agreement is terminated prior to its maturity, the gain or loss is recognlzed over thé remammg ongmal life of
the interest rate swap agreement if the item hedgcd remains outstandrng, or immediately, if the item hedged
does not remain outstanding. If the interest rate swap agreement is not termlnated pnor to maturity, but the

underlymg hédged item is no longer outstanding, the interest rate swap agreement is ‘marked to market and
any unrealized gain or loss is recognized immediately in income.

Inventories

Inventories are stated at the lower of cost or market. Cost is determined using a weighted-average
approach which approxrmates the ﬁrst -in, first-out method. t

Inventories are net of apphcable reserves and allowances. Inventories. mclude ﬁmshed goods and raw
materials that may be either available for sale, consumed in production, or consumed internally in the
Company’s development activities. Inventories identified for development activities are expensed in the period
in which such inventories are designated for such use.

Property and Equlpment S ' SR Coa

~ Property and equrpment are stated at cost. Deprematron and amortrzatlon are calculated on the straight-
line method over the estimated useful lives of the, assets, generally three to seven years for furniture and
equipment, and over the shorter of the estimated useful life of leasehold improvements or the related lease
term for such improvements. Upon the disposition of assets, the cost and related.accumulated depreciation are
- removed from the accounts and any resulting -gain or loss.is included in -the.consolidated statements of
operations. Expenditures for repairs and maintenance are expensed as incurred. . i

Intangible Asset 4 S o _
. The intangible asset, net of accumulated amortization,v represent{s”the cost to reacquire the rights to
market, sell and distribute GLIADEL®Wafer from Aventis S.A. (“Aventis”) .(See Note 16). The Company
is amortizing this intangible asset over a period of 10 years using the straight-line method.

Impatrment of Long—Lwea’ Assets

The Company accounts for long-lived assets in accordance wrth the prov131ons “of SFAS No. 121,
Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to' be Disposed Of. SFAS
No. 121 requires that long-lived assets and certain -identifiable intangibIES?bé.re'Viewed for ‘impairment
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Recoverability of assets held and used is measured by a comparison of the carrying amount of an
asset to future net cash flows expected to be ‘generated by the asset. If such assets are considered to be
impaired, the impairment to be Tecognized is-measured by the amount by which the carrying amount of the
assets exceeds the fair value of the assets. Assets to be disposed of are reported at the lower of the carrying
‘dmount or fair value less costs to sell.

" Accounting Change

In December 1999, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin
No. 101 (“SAB 101”), which summarizes the views of the SEC in applying generally accepted accounting
principles to revenue recognition in financial statements. The Company adopted SAB 101 in the fourth quarter
of 2000 effective January 1, 2000, resulting in a non-cash charge of $8.6 million, or $0.36 per basic and diluted
share. In accordance with SAB 101, the charge has been reflected on a separate line entitled “Cumulative
effect of an accounting change” on the Consolidated Statements of Operations. Under SAB 101, non-
refundable upfront fee arrangements that contain an element of contmumg involvement must be deferred and
recognized as revenue over the involvement period. See. Note 16 for a description of the past agreements
impacted by SAB 101. For the year ended December 31, 2000, the Company recognized $8.6 million of
contract revenues, which were deferred upon adoption of SAB 101. There was no effect on 2001 as a result of
SAB 101. The effect of the adoption of SAB 10] on the pre-change interim periods is disclosed in Note 20.

Pro forma amounts assuming the change in application of accounting pririciple applied retroactively was
as follows (in thousands except for per share data):

2000 1999
Revenue ............. CERE U S S $ 18,056 $ 27,311
Net10SS. ..o ioueee i e $(38,502) $(21,118)

Net loss per common share ............. A S $ (1.64) $ (1.03)

Revenue Recognition

Revenue from product sales is recognized when there is persuasive evidence that an arrangement exists,
the price is fixed and determinable, title has passed, and collection is reasonably assured. Product sales are
reported net of allowances for estimated discounts, rebates, charge backs and product returns. The Company’s
policy is to provide an exchange for customers when the customer s product has reached its expirationi date or
was damaged i in shlpmcnt

Our historical return rate is applied to our unit sales to prov1de an allowance for future product returns.
This historical return rate is calculated by blending the significant product return experience of our previous
marketing, sales and distribution partner, with our own product return experience. The product return rate is
periodically updated to reflect actual experience.

Collaborative research revenue is recognized, up to the contractual limits, when the Comfnany meets its
performance obligations under the respective agreements. Payments received that relate to future performance
are deferred and recognized as revenue af the time such future performance has been accomplished.

Commencing with the adoption of SAB 101, non-refundable upfront fee arrangements that contain an
element of continuing involvement are deferred and recognized as revenue over the involvement period.
Revenue for the year ended December 31, 2000, has been adJusted to reflect the implementation of SAB 101,

Mllestone payments, Wthh represent. a substantive step in the development process or s1gn1ﬁcant
achievement for the product, are recognized when earned.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Research and Development and Royalty Expenses

. Internalresearch and development.costs are expensed as incurred. Third party research.and development
costs-are expensed as performed. Royalty expense.related to product sales is recognized concurrently with the
recognition of product revenue and included as part of cost of sales. Royalty expensé from.third-party sales:is
expensed concurrent with.such revenue recogmtxon and is offset agamst royalty revernue related to third-party
sales. - . A s : ‘ -

Accountmgfor Income Taxes e o o A

I8 >

' Deferred tax assets and Tliabilities are determmed based on d1ﬂ‘erences between the ﬁnanc1al reportlng and
tax basis of assets and liabilities and are measured using the enacted tax rates and laws that are expected to be
in effect when the differences are expected to reverse. The measurement of deferred tax assets is reduced, if
necessary, by a valuation allowance if it is more likely than not that some portion or all .of the deferred tax
asset will not be realized. The effect on deferred tax assets and liabilities of a change in tax rates is recognized
as income in the period that such tax rate changes are enacted. Accordingly, the Company provides an
allowance for all deferred, tax assets and liabilities because there is no assurance that they will be realized.

IR

AStock-Based Compensation

- The Company discloses information relating to stock-based compensation awards in accordance with
SFAS No.123, Accounting for Stock-Based Compensation, (“SFAS 123”), and has elected to apply the
provisions of Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, to
such compensation awards. Under the.-Company’s employee-share option plans; the Company grants employee
stock options at an'exercise price equal to the fair market value at the date of grant. No compensation-expense
is recorded with respect to such stock option grants. Compensation expense for options granted to non-
employees is determined in accordance with SFAS 123 as the fair value of the consideration received or the
fair value of the equity instruments issued whichever is more reliably measured. Compensation expense for
options granted to non-employees is remeasured as the underlying options vest..
: . : a0 : : . : .
Comprehensive Income (Loss) . ... ... s S S . -

Under SFAS No. 130, Reportmg Comprehenswe Income the Company is requlred to display cornpre-
hens1ve income ‘(loss) ard its components s part of the Companys full 'sét of ﬁnancxal statements. The
purpose of reportmg comprehens1ve income (loss) is to report a measure of all changes i equity of an
enterpnse that-result from recogmzed transactions and other economic events of ‘the period, except those
resulting from investments’ by owilers-and’ distributions to owners. The measurement and presentation of net
income (loss) did not change. Comprehensive income (loss) is comprlsed of net income (loss) and other
comprehensive income (loss). Other comprehensive income (loss) includes certain changes in equity of the
Company that are excluded from net income (loss). Comprehensive income (loss) for years ended
December 31, 2001, 2000 and - 1999 has been reflected in the Consolldated Statements of Changes in
Stockholders Equ1ty . =

o o T B i . t

Earmngs (Loss) per Share '

Basic earmngs (loss) per share (“EPS”) is computed by d1v1d1ng earnings (loss) by the welghted-
average number of shares outstanding for the period. The computation of diluted EPS is similar to basic EPS
except that the weighted-average number of shares outstanding for the period is increased to include the
number of additional shares that would have been outstanding if the dilutive potential common shares had
been issued. Potential common shares are excluded if the effect on earnings (loss) per share is antidilutive.
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Fair Value of Financial Instruments

The fair value of the Company’s financial instruments is the amount for which the instrument could be
exchanged in a current transaction between willing parties. For cash and cash equivalents, accounts receivable,
prepaid- expenses and other current assets, accounts payable and accrued expenses, the carrying amounts
included in the consolidated balance sheet equal or approximate fair value because of the short duration of
these instruments. The fair values of investments in debt securities are based on quoted market prices at the
reporting date for those or similar investments. The fair value of the Company’s long-term debt is estimated by
discounting the future cash flows of each instrument at rates currently offered to the Company for similar debt
instruments offered by the Company’s bankers. Current market pricing models were used to estimate fair
values of the Company’s interest rate swap agreements carried on the Company’s consolidated balance sheet
in the categories of accrued expenses and other cuirent liabilities and other liabilities.

[

Concentration of ‘Credit Risk

The Company invests excess cash in accordance with a policy objective that secks to preserve both
liquidity and safety of principal. The policy limits investments to certain instruments issued by institutions
with strong investment grade credit ratings (as defined) at the time of purchase and places restrictions on their
term to maturity and concentrations by type and issuer.

The Company has an exposure to credit risk in its trade accounts receivable from sales of GLIADEL®
Wafer. The Company began selling GLIADEL® Wafer on January 1, 2001, primarily in the United States, to
hospitals directly and through wholesalers, and to specialty distributors. Before January 1, 2001, substantially
all. of the Company’s net product sales and royalties were from Aventls it’s prcv1ous marketmg sales and
dlstnbutlon partner oo

Uncertainties

The Company is subject to various risks common to companies within the pharmaceutical and
biotechnology industries. These include, but are mnot limited to, development by competitors of new
technological innovations; dependence on key personnel; dependence on a limited number of products; risks
inherent in the research and development of pharmaceutical and biotechnology products; protection of
propnetary technology; estimation by the Company of the size and characteristics of the market for the
Company’s product(s); acceptance of the Company’s product(s) by the country’s regulatory agencies in
which the Company may choose to sell its products, as well as acceptance by customers; health care cost
containment initiatives; and product liability and compliance with government regulatlons and agenmes,
including the Federal Food and Drug Administration (“FDA”).

Use of Estimates .. - : ' .

The preparation of the Company’s financial statements, in conformity with accounting principles
generally accepted in the United States of America, requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities, revenues and expenses, and disclosures of contingent
‘assets and liabilities at the date of the ﬁnanmal statements. Actual results will likely differ from those.
estlmates
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Reclassifications

_ Certain prior year amounts have been reclassified to conform with the current year presentation.

New Accountmg Standards

Effective J ariuary 1 2001, the Company adopted SFAS No. 133, Accounting for Derivative Instruments
and Hedging Activities, as amended by SFAS No. 137 and SFAS No. 138. SFAS 133 establishes accounting
“and reporting standards for derivative instruments, including certain derivative instruments embedded-in-other
contracts, and for hedging activities. As a result of adopting SFAS 133, the Company r'ecorde_d'an\"Unrealized
gain-as a transition adjustment of approximately $0.1 million in “Accumulated other comprehensive:income”
as a cumulative effect of a change in accounting principle to recognize the. fair, value-of its interest rate swap
agreements. that were designated. as cash-flow hedges. SFAS 133 requires derrvatrves to be recognrzed on the
balance sheet at their fair value. The Company designated the derivatives as cash- flow hedges at the fime the
contract was entered into and ferrnally ddcumented all relationships between the derivative instruments and
hedged items, as well as its Tisk management objective and strategy for undertaking the hedge transaotron :

The Company formally assesses on an ongoing basis whether the interest rate swap agreements. used in
the hedge transaction are highly effective: in. offsetting changes in fair values of cash flows of hedged items. .
Changes in the fair value of a derivative that is highly effective and that is desrgnated as, and quahﬁes as.a cash
flow’ hedge is recorded in “Accumulated other comprehensivé income.’ * Wheén it is détérmined” that a
derrvatrve is not hrghly effective as a hedge or that it has ceased to be highly effective, the Company will -
continue. to carry the derivative on: the balance sheet at its fair value but wrll recognize any garn or loss in its
Consolidated Statements of Operations. :

‘Effective July 12001, the Company ‘adopted SFAS No. 141; Busmess Combinations. SFAS 141 requires

that the purchase method of ‘accounting be used for all’business combinations- initiated after June 30, 2001,

and eliminates the pooling-of-interest method. In addition, SFAS 141 specrﬁes criteria that intangible assets

acquired in "a ‘business” combination must-meet in order-to be- reCognized’ and’ reported separately from

goodwill. The adoption of SFAS 141 did not have an 1mpact on the histotical consohdated ﬁnancral statements
- of the” Company : :




GUILFORD PHARMACEUTICALS INC. AND SUBSIDIARIES
-NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

" (3) Investments

Investments in marketable securities as of December 31, 2001 and 2000 are as follows (in thousands):

Gross Gross
Unrealized Unrealized
Holding . Holding Fair
Cost . Gains Losses Value
2001 ' '
Available-for-sale : . ‘ . o :

- U.S. Treasury Securities .. ... .v.huuveennnnin.. $41,787  $181 - § —  $41,968
Corporate Debt Securities . . .................... 51,2927 502 — 51,794
Other Debt Securities ............... PR " 4264 — Yy 4192

' ‘ $97,343  $683 $ (712) $97.954
2000 '
Available-for-sale 4 . .
US. Treasury Securities ... ............... e $28,895 — U $(162)  $28,733 ’
Corporate Debt Securities .. ........... e 38,181 — (605) 37,576
Other Debt Securities ............ e ... 10,391 _ (56) 10,335

$77,467  $ — $(823)  $76,644

At December 31, 2001 and'2000, investments of $16.5 million and $18.3 million, respectively are
classified as “Investments-restricted” in the accompanying consolidated balance sheets (see Notes 8 and 10).

" Maturities of investments in marketable securities classified as ayailable;t"_br-sale as of December 31,
2001 were as. follows (in thousands): :

Amortized Fair

Cost ' Value
Available-for-sale ‘ : ‘
Duein [ year or I€ss .....ovvvtiiiiinnntiinnennns e $29,219  $29,298
DUE N 15 YEATS « o v v v eeee e e e e e e e 68,124 68,656

$97,343  $97,954

(4) Accounts Receivable

“ Accounts receivable consist of the following (in thousands):
December 31,

Trade accounts receivable ....... e e $3,371  $734
Less allowance for doubtful accounts ......... e S _(152) —
' $3219  §$734

Trade accounts receiv‘able amounts at December 31, 2000 represeﬁt amounts due frdm Aventis, the
Company’s. marketing, sales and distribution partner for its GLIADEL® Wafer prior to the Company
reacquiring those rights effective January 1, 2001.
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(5) Inventories

Inventories consist of the following: e ,
S . December 31,

B e A i 2001 2000
AL v : (In thousands)
Raw materials. . . ... .o T ey e o $ 24508 304
Work in process c e 10650+ . 603
Finished goods e B T T e T e e 792 1,261

. - . . . - . - . .- RSN $2,687' $2,’168

(6) Property and Equrpment S )

Property and equlpment con51st of the followmg

. Lo . . .. L. .o ... December 31,
IR T R . 2001 . 2000
LT ol S L TL TS ', TS (In- thousands)

Laboratory equipment ............. e B " $ 4345 $ 4467
Manufacturing equipment ... ... ... L A Wl i 2,602 0 2,522
Computer and office equlpment AR S e 6526 0 5,135
Leasehold improvements . . ........... e S ) 008 15,961
e e 29481 28,685
Loss,accumula:ted depreciation and amortization.."................ ... ‘(20,650)‘_ (16,637)

$::8,831 $ 12,048

(7) Intangible Asset |
Intangible asset consists of the following: ‘
’ ) ' December 31,

: 72001 2000
* (In-thousands) .
Reacquisition of GLIADEL® Wafer rlghts .............................. . $8,412  $8,412
Less accumulated AMOTHIZAtION i« e v vrs i o e e e i (982) - .-‘(~.140)
T O SR D A S P AP S

As descnbed in Note 16, the Company reacqulred the rights to market, sell and distribute GLIADEL®
Wafer during October 2000. Upon reacquisition, the Company determmed that thls 1ntang1ble asset had a
finite life and would be-.amortized over a life of ten years. . *. - ... S

=
:
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~ GUILFORD PHARMACEUTICALS INC. AND SUBSIDIARIES
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balance sheet at December 31, 2001, and our net loss for the year ended Decemniber 31, 2001, would be as

follows (in thousands): . . ’ L o
' o : - .+ == As Reported  Pro Forma _~

- ‘Propérty and equipment, net........... e e . $ 8,831 - $ 26,633 ¢

Total a88ets . ..o e 181,841 199,643

Long-term debt, net of current port1on ............................. 4 137 - 122,916
“Total liabilities ", .10, ... e ST DU Looileo 242120 43231

Net loss ....... L (60317) | (60,726)

¥ ‘This facilify, which was substantlally completed in June 1999- for a- total cost of approx1mately
$19.5 million, was constructed adjacent to our current headquarters in Baltimore, Maryland ‘and provrdes
approximately 73,000 square feet of research and devélopment capacity. . The initial lease term is for a period
of 84 months (iricluding the construction period) and expires in February 2005. We havé the option to either
purchase the facility on the remaining anniversary-dates during the initial lease term, -or sell the facility toa
third party at the expiration of the initial lease term. In the event the facility is sold to a third party, we will be
obligated to pay the lessor any shortfall between the sales price and 83% of the lessor’s net investment in the
facility. The lessor’s net investment in the facility was approximately $19.0 million at December.31, 2001 and
we antrcrpate that it will be further reduced to approxrmately $18.2 million py the exp1rat10n of the. 1n1t1al lease
term in February 2005. We .are required to malntam collateral equal to approx1mately 83% of. the remaining
balance of the lessor’s net investment in the facility. We had cash collateral of $14.3 _million as of
December 31, 2001 and 2000, which is included in the accompanymg consolidated balance sheets as
“Investments — restricted”. In addition to this cash collateral requirement, we are subject to various other
affirmative and negative covenants, the most restrictive of which requires us .to mamtam unrestrrcted cash
cash equivalents, and investments in the aggregate equal to $40 million.

Pursuant to the terms of the operating lease agreement, we are obligated to make monthly lease payments

equal to the interest, based on monthly LIBOR plus 0.625%, calculated on the lessor’s net investment in the
facility plus pnnmpal of $20, OOO As a result of the interest rate swap agreements entered mto during 1998 and
1999 with a commermal bank in the notional amount of ; $20.0 million, we eﬁ“eetwely fixed the 1nterest ratés on
these vanable interest rate- based lease payments -at appr0x1mately 6%. These 1nterest rate swap agreements
.prov1de the commercial bank with a call provision exercisable dunng 2003. Assummg the commercial bank
exercises its call provision, we would be exposed to market risk related to the underlymg interest rates of the
operating lease. Future minimum. lease payments under this lease are included in the table below. We descnbe
these interest rate swap transactions with the commerc1al bank i 1n Note 9,

In August 2001, the: Company entered into a hew masterlease-agreement to prov1de up to $5.0 million for
computer and equipment financirig. The Company’s previous master lease agreement; entered into in March
1998, expired’'on March 31, 2001. Theé Company’s ability to draw on this master lease dgréement expires on
June- 30, 2002.. The ‘term- of each ‘operating lease vari€s from' 24 to 48 months- based upon-~the type of
‘equipment bemg leased. As of Decémber 31, 2001, the Company had' leased approx1mately $0 4 m1111on in
equipment under this mastér lease agreement.- - S

The Company entered into a master lease agreement related to the land and building which it occupies as
its corporate headquarters. The term of the lease is for approximately ten years and expires June 2005 with
options to renew-for two five-year periods. The Company has the option to purchase the building at the end of
the initial lease term for 1ts then current fait market value (excludtng 1mprovements) R

W
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- The Company’s future minimum lease payments under these non-cancelable opgrating leases (with
initial or remaining lease terms in excess of one year} and future minimum capital lease payments for years
subsequent to December 31, 2001 are as follows (in thousands):

Capital Operating

Leases Leases
200 L e $.520..  $ 4,303
2003 L e e e e 120 - 3,659
2004 . e e e — 2,645
200 e e — 593
Total minimum lease payments .. ...... ... iiiinnn e ineennn.. 640 $11,200
Less amounts Tepresenting interest...................... L. R : ﬂ) ‘
“Present value of net minimum lease PAYMENIS . . 0o v v e e o ‘ 566 “
Less current maturities of capital lease obligations ............ R _(454)
. Capital lease obligations-, excluding current installments .. ............... $ 112

Rent expense for operating leases was approximately $4.4 million, $4.8 m11hon and $4. 2 mlllron for the
years ended December 31, 2001, 2000 and 1999, respectively. ' .

The amount of computer equipment and related accumulated depreciation recorded under capltal leases
was $1.1 million and $0.5 million, respectively at December 31, 2001 and $0.5 million and $0.1 million,
respectively at December 31, 2000. -~ - - : R

(11) Income Taxes

As of December 31, 2001, we had net operating loss (“NOL”) carryforwards available for federal income
tax purposes of approximately $180 million, which expire at various dates between 2010 and 2021. NOL
carryforwards are subject to ownership change limitations and may-also be subject to various other limitations
on the amounts to be utilized. As of December 31, 2001, we had tax credit carryforwards of approximately
$9 mllhon expmng between 2010 and 2021

. Actual'income tax (benefit) expense dlffers from the expected income tax- (beneﬁt) expense computed at
the effectlve federal rate as follows:

2001 2000 . . 1999

sl (In thousands) ' ' )
Computed “expected” tax benefit at statutory rate. . ... free $(20,508) $(16,023) $(9,135)
" State income tax, net of federal benefit .. ... D L L (4174)  (3303).  (1,867)
- General business credit generated . ................ PP | (1,874) . (1,827)  (1,631)
Other,met. ... ... .o e 223 (19) 62

- Increase in valuation AllOWANCE . . . oo e 26,333 " 21,172 12,571

) $ — 5 - $ =

Realization of deferred tax assets related to our NOL Carryforwards and other items is dependent .on
future earnings, which are uncertain. Accordmgly, a valuation allowance has been established equal to net
deferred tax assets which may not be realized in the future, resulting in-net. deferred tax assets of
approximately $138,000 at December 31, 2001. The; change in the valuation allowance was an increase of
approximately $26.3 million in 2001, $21.2 million in 2000 and $12.6 million in 1999.
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Significant components of our deferred tax assets and liabilities as of December 31 2001 and 2000 are
shown below:. :

December 31,
2001 2000

(in thousands)

Deferred tax assets: :
Net operating loss carryforwards ................ e $ 73,613 $ 50,786

Research and experimentation credits . .......... F . 9,147 7,273
Compenéatory stockgrants .......... . 2,380 2,208
Depreciation .. ... ... e 1,241 235
Alternative minimum tax credit carryforwards . .................. L 138 138
ACCTUEA CXPEIISES . & o v vttt et e e e 1,428 1,218
Contribution carryover and capitalized start-up costs ... .. SRR 549 - 185

Other ... .. e e ' 340 100

88,836 62,143
Deferred tax liabilities:

Prepaid expenses and other. .. ............ L e . (L,113) (753)

Net deferred tax assets ........ T o FUIRRR 87723 61,390

Valuatlon allowance e (87,585)  (61,252)
Net deferred tax ssets ... ................. S § 138 § 138

(12) Capital

In- June 2001, the Company so]d 3000 000 newly 1ssued shares of its common . stock to certain
institutional investors in a PIPE (Private Investment in Public Equity), resulting in net proceeds to. the
Company of approximately $56.2 million.

In January 2001, the Company sold 2,506,000 shares of its common stock to certain institutional investors
under a shelf registration, resulting in net proceeds to the Company of-approximately $42.6 million.

In December 2000, the Company sold 150,000 shares of its common stock to institutional investors, as
part of the shelf registration filed in November 2000, providing net proceeds of approximately $3.0 million.

In October 2000, the Company issued 300,000 shares of its common stock, valued at approximately
$8.0 million to Aventis. in consideration for the reacquisition of the rlghts to market, sell and distribute
GLIADEL® Wafer (see Note 16). :

The Company repurchased 18,867, 8,285, and 224 150 shares of its common stock at an aggregate cost of
approximately $0.4 million, $0.2 million, and $2.2 million during the years ended December 31, 2001, 2000
and 1999, respectively. For the shares of common stock repurchased during 1999, 212,900 shares were
purchased pursuant to the stock repurchase program approved by the Company’s Board of Directors in
September 1998. In-August 1999, this stock repurchase program was terminated.

‘Warrants granted to Amgen, Inc. in 1997, to purchase up to 700,000 shares of the Company s common

stock at an exercise prlce of $35.15 per share remain outstandlng at December 31 2001, and exprre durmg
2002. o .
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.The Company is authorized to issue up to 4,700,000 shares of preferred stock in one or more different
series with .terms fixed. by-the Board of Directors. Stockholder. approval is not required to issue this preferred
stock. There were no shares of this preferred stock outstanding at-December-31,,2001 or. 2000

- . T N i .- N . +
(XX - . . . Y *

(13) Stockholder Rrghts Plan

In September 1995, the Board of Dlrectors adopted a ‘Stockholder Rrghts Plan in- whrch preferred stock
purchase rights (“Rights”) were granted- at the rate of one Right' for each share' of common stock. All nghts
expire on October 10, 2005. At December 31, 2001, the Rights were neither exercisable nor traded separately
from the Company’s common stock and become exercrsable only if a person or group becomes the beneficial
owner.of.20% or.more of the Company s common stock or announces a tender or exchange offer that would
result in its ownership of 20% or more of the Company s, common stock without the approval of the Board of
Directors. Each holder of a Right, other than the acquiring person, would be entitled to purchase $120 worth »
of common stock of the Company: for.each Right-at the exercise price of $60 per Right, which would
eﬁ'ectrvely enable' such Rights holders to purchase common stock at one-half of the then" current price.

‘ 1f, the Company is acqurred in a merger, or if 50% or more of.the Company S. assets are sold in one or
“more related transactions, then each rrght would entitle the holder thereof to purchase $l20 worth of common
stock of the ‘acquiring company at the exercise price of $60 per nght ‘At any time after a person or group of
persons becomes the beneficial owner of 20% or more of the common stock, the Board of Directors, on behalf
of all stockholders, may exchange one share of common stock for each Right, other than Rights held by the -
acqurrmg person.

(14)' Share Option and Restricted Share Plans
Emplayee Share Option and Restrtcted Share Plans

The Company adopted Employee. Share. Optron and Restncted Share Plans in 1993 (the “1993 Plan”)
and 1998 (the “1998 Plan”-and together- with the 1993 Plan,- the “Plans’”). The Plans.were, established to
provrde eligible individuals with an opportunity to acquire or.increase an equity interest in the Company and to
encourage such individuals to continue in the employment of and contribute to the success of the Company.
Eligible individuals include any full-time employee of the Company and other individuals-whose participation
in the Plans is determined by the Board of Directors. to.be in the Company’s best interest. The 1993 Plan
allows the Company to issue incentive stock options to eligible individuals while the 1998 Plan does not. Share
options are granted under both Plans at the fair market value of the stock on the ‘day immiediately preceding
the date of grant or date of initial employment if later. The Plans permit employees’ to pay for shares
purchased pursuant to the exercise of options throtigh the tender to the Company of shares of the Company’ s
common' stock that have been held by the employee for at least six months. Share options are exercisable
under both Plans for a period not to exceed 10 years from the date of grant. Duting 2001, the Company revised
the vesting schedule for share option grants under both Plans. Share- ‘option grants to new hires and share
optron grants that are part of the Company’s bonus program under both 'Plans now vest with respect to 25% of
the award on the first anniversary date of the grant date and the remaining 75% of the award vests in equal

" installments over the next 36 months. Prior to this change in the vesting schedule, share optron grants to new
_ hires under both Plans vested at 50% of the award on the second anniversary date of the grant date and 25% on
each of the’ third and fourth anniversary dates. Share option grants that were part of the Company s bonus
‘ program vested at 25% per year. Because the market value of the Company’s common stock on the date of the
change in the’ Vestmg schedule was in excess of the exer01se pnce of the share optlon grants affected no
compensat1on expense was recorded to s

. The Company has granted, pursuant to the Plans restrrcted shares to some of its executive. ofﬁcers in
connectron with the commencement of their employment with the- Company. Shares awarded under the
restricted share provisions of the Plans are valued at the fair market value of the:stock on the day immediately
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preceding the date of award (or date of grant, if later) and require a vesting period determined by the Board of
Directors. Restricted share awards generally vest with respect to 25% of the award on each of the first four
anniversary dates of the employee’s commencement of employment with the Company. To the extent that the
award does not provide the executive officer to pay for such stock, unearned compensation is recorded at the
time an award of restricted stock is made to the executive officer. Unearned compensation is calculated as the
product of multiplying the number of shares awarded by the fair market value of the Company’s common
stock. Unearned compensation is charged to expense 'oyer the vesting period of the restricted shares.

Should an individual leave the employment of the Company for any reason (other than by reason of
death or permanent disability) the award recipient would forfeit their oWnershlp rights for all share options
and restricted shares not otherwise fully vested. All unvested options and restricted shares held by the
‘Company s employees vest in full upon certain events constltutlng a charnge in control of the Company

At December 31, 2001, the maximum share options issuable under the Plans were 6,635,000, of whlch up
to 400,000 shares may be issued under the restricted share provisions. During the years ended December 31;
2001, 2000 and 1999, the Company granted 2,098,354, 1,115,277 and 722,719 share options and restricted
shares under the Plans, réspectively. At December 31, 2001, there were 4,761,305 share options and 200,414,
restricted shares outstanding under the Plans, of which 2,001,910 were exercisable as of December 31, 2001.
At December 31, 2001, there were 676, 270 share options or restricted shares (sub]ect to the above hm1tat10ns)
available for grant under the Plans.

The Directors’ Plan

The Directors’ Stock Option Plan (the “Directors’ Plan”) was established to provide non-employee
directors an opportunity to acquire or increase an equity interest in the Company. Under the Directors’ Plan,
300,000 shares of common stock are reserved for issuance at an exercise price not less than fair value of the
Company’s common stock on the day immediately preceding the date of grant. Such share-options vest 50%
on the first anniversary of the date of grant and 100% on the second afniversary. Under the Directors’ Plan
15,000, 52,500 and 22,500 share options were granted during the years ended December 31, 2001, 2000 and
1999, respectively. As of December 31, 2001, 262,500 share options were outstanding under the Directors’
Plan, of which 221,250 are exercisable as of December 31, 2001. At December 31, 2001, there were
37,500 share opt1ons available for grant under the Drrectors Plan.

1If a non- employee drrector is not permitted to receive additional stock option grants under the terms .of
the Directors’ Plan, he or she may instead receive annual grants of non-qualified stock options to purchase
7,500 shares under the terms of the 1998 Plan. Such options are to be for a term of 10 years and are
exercisable 50% at the end of year one and 100% at'the end of year two. Under these circumstances, non-
employee directors were granted 37,500, 22,500 and 15,000 share options during the years ended Decem-
ber 31, 2001, 2000, and 1999, respectively, with an exercise price equal to farr value at date of grant. At
December 31, 2001, 37,500 of these share options were exercisable. : :

Stock Purchase Plan

In September 2001 the Company established the 2001 Stock Purchase Plan (the *“2001 Plan”) to
encourage and assist employees in acquiring an equity interest in the. Company. The 2001 Plan is authonzed to
issue up to 300,000 shares of common stock. Eligible employees may elect to have up to 15% of their annual
gross earnings withheld to purchase common stock at 85% of the fair market value of the common stock. on
the first trading day or the last trading day of the offering period, whichever is lower. The 2001 Plan was not
subject to shareholder approval; and therefore, does mnot currently comply with the requirements of
Sections 421 and 423 of the Internal Revenue Code. The Company has not issued any common shares to
fulﬁll purchases made by employees under the 2001 Plan as of December 31, 2001.
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Consultants

Prior to 1997, the Company -granted share opt1ons to each of two consultants to purchase up. to
225 000 shares. of the Coinpany’s common stock valid for 10 years from issuance, with varying exercise prices.
Vestmg penods are based on either the passage of time or upon the: achievement of Certain mllestones Of
these share options, 212,800 were exercisable as of December 31, 2001. The Company recognized $0.1 mil-
lion, $0.3 million and $0.4 million in non-cash compensation expense, in accordance with SFAS 123, relating
~ to the value of such share options (as determined using the Black-Scholes pricing miodel) for the years ended -
December 31, 2001, 2000 and 1999, respectively, and as of December 31, 2001 compensatlon expense relatmg

“to such agreements has been fully recognized.

The following is a summary of the Company’s share option activity and balances as of and for the years

. '-ended December 31, 2001 2000 and l999

M Weighted-
; DR 3 Average -
o . -, Share .., Exercise
A . o \ o e : -Options ) Pnce
*Balance; January 1,1999. ... ... .. B T _42,912,2'30.5 $15 94
- Granted . ........ S S e e 752719 412,89,
Exercised . ...... e T e e e (61,064) 581
Canceled ..... HONE B SO ©(378,231) 1884
Balance December 31 1999 e et e ‘ 3‘,225,654 15.08
Granted...‘...;,.-.‘..\...._.‘. e e T Lo L173,277 27.17
‘Exercised ........ e e Lio (525,643) 1247
‘Canceled . ... ... e e LT B (222,192) 2098
Balance, December 31, 2000 .......... AT I 3,651,006 - 18.98
Granted................ e A 2,113,354 © 1778
Exercised .......... e PP . (146723) 1177
Canceled..;'. ...... e g e (163 122) ‘_2061 N
- Balance, December 31,2001 ..., i, ... i ﬁ il 5 454605 ©- 1866 |
Share optlons outstandmg and exerc1sable by prlce range are as follows o
) : Options Outstandmg ' - ;Options Exércisable
. Weighted- T Weighted- ’ Weighted-
) © Asof ™ : Average - - Average . - "As'of Average .. v
T ‘ o . -December 31 . Remammg .+ Exercise. Decemher 31 Exercise
. Range of Exercise Prices” : . 2001 Contractual Life Price 2000 " Price .
$0.01-$10.00............. 393,192 70 $7.55 173842  $577 .
- 1001- 2000............. 3,897,264 s 7000 01719 0 1,935,268 16.16
20.01 - 30.00..... e 1,153,899 . 76 27.30 536,148 27.60
30.01- 4000 ............. 10,250 . 64 32,16 8,702 3142
‘ 5 454,605 SR 71 18.66 . - 2,653,960 17.84°

The foregomg table 1ncludes optlons to purchase 218 000 shares that ]were Outstandmg and exerc1sable as

of December: 31, 2001, granted outs1de of the Company’s stock opt1on plans

o
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Pro Forma Option Information

Usmg the "Black-Scholes option pncmg model, the per share welghted average fair value of all share
options granted during.2001, 2000 and 1999 was $10 00, S$8. 61 and $7.76, respect1vely, on the date of grant
with the followmg welghted average assumptions.

2001 2000 1999

~ Expected dividend yield A T, e T B ’ 0% - 0% 0%

Risk-free interest rate................. SRR L 32%° 5.1% 5.9%
Volatility ... oo e 96.1% 66.7% 57.3%
Expected.life in years.. ............... e e 4. 4 4

The Company applies APB 25 in accounting for share options granted to employees and, accordingly, no

* compensation expense has been recognized related to such share options to the extent that such share options
were granted at an exercise price that equaled the fair market value at the grant date. Had the Company

. determined compensation cost based on the fair value at the grant date for its share options under SFAS 123
(using the Black-Scholés pricing model), the Company’s net loss would have been increased to the pro forma
amounts indicated below:

Years Ended December 31,

2001 2000 - 1999

. (In thousands, except per share data)
Net loss o Asreported ............  $(60,317) »$(47,1'27) $(26,868)
Proforma.............. $(76,269) . $(53,892). $‘(32,9’03)
Basw ‘and diluted loss per share Asreported ............ $ (2.14) $ (2.00) § (1.31)

Proforma.............. $ (270)° $ (229) $ (L.61)

(15) 401(k) Profit Sharing Plan

The Company’s 401 (k) Profit Sharing Plan (the “401(k) Plan”) is available to all employees meeting
certain eligibility criteria and permits participants to contribute up to certain limits as established by the
Internal Revenue Code. The Company may make contributions equal to a percentage of ‘a participant’s
contribution or may contribute a discretionary amount to the 401 (k) Plan.

The Company currently elects to match employee contributions with the Company’s common stock
equal to 50% of the first 6% of an employee’s voluntary contribution. Such amounts vest 25% per year, based
on a par‘uclpant s years of service with the Company. The Company has made contributions of approximately
$0.5 million, $0.4 m11110n and '$0.3 million, for the years ended December 31, 2001, 2000 and 1999,
respectlvely

(16) Significant Contracts and !Licensing Agreements
Amgen Inc.

_ In August 1997, the Company entered into an agreement with Amgen (the “Agreement”) relating to the

research, development and commercialization of the Company’s FKBP neuroimmunophilin ligand technology
for all human therapeutic and diagnostic applications. Pursuant to the terms of the Agreement, the Company
received an aggregate of $35 million, consisting-of a one-time non-refundable payment of $15 million upon the
signing of the Agreement and $20 million for 640,095 shares of the Company’s common stock and warrants,
exercisable for five years, to purchase up to an additional 700, 000 shares of the Company s common stock at
$35.15 per share.
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Under the terms of the Agreement, Amgen provided the Company $13.5 million, in'the -aggregate, over
three years to support research activities relating to the FKBP neuroimmunophilin ligand technology. The
Company recognized $3.4 mllhon and $4 5 mllhon in research support for the years’ ‘ended December 31, 2000
and 1999 respectlvely .

Commencmg with the adoptlon of SAB 101" in 2000; the one-time nor- -refundable payment of
$15.0 million was requiréd to be deferred and amortiZed over the continuing involvement period, pursuant to
the three-years of research funding. As a'result, the Company recorded a cumulative effect of-an accounting
change of approxnnately $3:7 ‘million as of J anuary 1, 2000 for the unamortized portion. Since the continuing
1nvolvement ended durlng 2000 this remammg deferred amount was recogmzed as contract revenue dunng
2000. - ‘ : o

Additionally, the Agreement provided for certain milestone payments to the Company, in up to ten
different specified clinical indications, in the event Amgen achieved certain development milestones. During
the year, ended December 31 1999 Wthe,Company received $5.0 million in milestone payments.

Durmg September 2001 Amgen elected to termmate thrs Agreement and return to the Company all
‘rrghts to the technology it had licensed from the Company and certam chmcal tnal supphes in exchange for a
payment from us of ‘approximately $0 2 mllhon i

Aventis

In June 1996, the Company entered into a Marketing, Sales:and Distribution:Agreement (together with
related -agreements, the “Aventis: Agreements”) with Aventis. Under the Aventis Agreements, Aventis had
worldwide marketing. rights. (except in Scandinavia and Japan) for GLIADEL® Wafer. The Company
received $15.0 million upon the signing of these agreements ($7.5 million as an equity. investment and
$7.5 million as a one-time non-refundable rights payment). During September 1996, the Company obtained
clearance from the FDA to market GLIADEL® Wafer for recurrent ghoblastoma multiforme and, accord-
ingly, received a $20.0 million non-refundablé milestone payment from Aventis. During 2000 and’ 1999 the
Company received $2.0 million and $4.5 million, respectively, in milestone payments for obtaining certain
international regulatory approvals. Through December 31, 2000, the Company manufactured and supplied
GLIADEL ® Wafer to Aventis and received revenues from net product sales and royalties based on sales.

" Commencing with the adoption of SAB 101 in 2000; the non-refundable upfront payment of $7.5 million
was required to be deferred and amortized over the continuing involvement period, pursuant to the
‘manufacturing agreement. As'a result, the Company recorded a'cumulative effect-of an accounting change of
-approximately $4.9 million as of January 1; 2000 for the unamortized portion. As a result of the: termination of
the Aventis Agreements as described below, this remaining deferred amount was recognized as contract
revenue during 2000.

On October 23, 2000, the Company entered into a Rights Reversion Agreement (the “Rights Reversion
'Agreement )_with Aventis, pursuant to which the Company redcquiréd the rights to market, Sell and
distribute GLIADEL® Wafer. In consideration for the reacquisition of these rrghts the Company ssued to
Aventis 300,000 shares of its common stock, valued at approximately $8.0 m11110n assumed the obligations for
product returns subsequent to December 31, 2000, and granted Avéntis certain reglstratlon rights 'with respect
to such stock. The Company recorded a liability for estimated product returns of approximately $0.5 million at
‘December 31, 2000. In accordance with the terms of the Rights Reversion Agreement, effective January 1,
2001, the Company-has been responsible for all aspects of the worldwide marketing, sale and distribution of
GLIADEL® Wafer (except in Scandmavta where. GLIADEL® Wafer is distributed by Orron Corporatlon
Pharma): : S r o e -
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The Board of D1rectors and Stockholders ?
Guilford- Pharmaceutlcals Inc: vty e it . .

el

Under date’of February 8 2002 we reported on'the’ consohdated balance sheets of Gullford ‘Pharmaceuti-
cals Tnc.-afd Subsidiaries’ {the “Company”) ‘as of December 31, 2001 and 2000, ‘and-the related consolidated
statements of operations, changes in stockholders’ equity, and cash flows for each of thie years in the three-yéar
period ended December 31, 2001, which are included.in the Form 10-K. Our report refers to a change in the
Company s revenue recogmtlon polrcy for non- refundable upfront fees in 2000 In connectlon w1th our audlts
statement schedule ThlS financial statement schedule'is the respons1b111ty of the Company S management
Our responsibility is to express an opinion on this financial statement schedule based on our audits.

In our opinion, such financial statement schedule, when cons1dered in relation to the basic consohdated
ﬁnancral-mstatementsltaken as' a whole presents farrly;-m all materral respects,: the 1nformat1on set forth therem
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Description
(Balance sheet caption)

- Bad debt reserve (Accounts
receivable) .......... P

Inventory reserve (Inventory)...

Description
(Balance sheet caption)

Bad debt reserve {Accounts
receivable)

Inventory reserve (Inventory). ..

Product return reserve (Accrued
expenses and other current
liabilities)

Description
(Balance sheet caption)

" Bad debt reserve (Accounts
receivable)

Inventory reserve (Inventory). ..

Product return reserve (Accrued
expenses and other current
liabilities)

(in thousands)

Additions

Balance Charged to Costs Charged to Other Balance
@ 1/1/99 and Expenses Accounts ' Deductions @ 12/31/99
5 — 5 — $ — s — s —
257 257

"~ Additions .

Balance Charged to Costs Charged to Other Balance
@ 12/31/99 and Expenses Accounts Deductions @ 12/31/00
$ — $ — $ — $ — $ —
257 158 ‘ ©(257) 158
_ 499(1) 499

_ Additions
Balance Charged to Costs Charged to Other Balance -
@ 12/31/00 and Expenses Accounts Deductions @ 12/31/01
$ — § 152 $ — $ — $152
158 115 : (36)(2) 237
459 1,111(3) (859) (4), 751

(1) Reserve established for potential product returns pursuant to the reacquisition of the marketing, sales and
distribution rights for GLIADEL® Wafer and was considered part of the cost of acquisition. (See
Note 16 to the footnotes to our consolidated financial statements.)

'(2) Disposal of obsolete inventory reacquired pursuant to the reacquisition of the marketing, sales and
distribution rights for GLIADEL® Wafer (See Note 16 to the footnotes to our consolidated financial

statements).

(3) The provision for product returns is a reduction of gross product sales revenue. '

(4) Product returned pufsuant to the Company’s return policy and charged to this reserve.
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GUILFORD PHARMACEUTICALS INC.
6611 Tributary Street
Baltimore, Maryland. 21224
NOTICE OF 2002 ANNUAL MEETING OF STOCKHOLDERS...

We will‘hold our 2002 annual meeting of stockholders on TUESDAY, MAY 14,~“2002:
at 10:00 a.m. (Eastern Time) at the Company’s research and development;facilities. at-
6411 Beckley Street Baltrmore Maryland The meetlng 1s bemg held for the followmg
purposes '

1. ‘To elect dlrectors to serve on our board for the next year and untrl therr SUCCEsSOTS
are elected and qualrﬁed ‘

‘% 3. To approve our 2002 Employee Stock Purchase Plan; ' - :
4. To rat1fy the selection of KPMG LLP as our 1ndependent aud1tors for 2002 and
5. »To transact such other busmess as may properly come’ before the annual meetmg

THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” ITEMS 1, 2, 3
AND 4.

We discuss the above matters in more detail in the attached Proxy- ‘statement.

Common stockholders of record at the close of busmess on March 22 2002 w1ll be
entitled to'vote at the meeting. This notice, proxy statement and ‘the enclosed annual
report is first being mailed to’stockholders on-or about April.3, 2002.- B

By order of the Board of D1rectors o

Nancy J. Linck ** = ="
or s teemaozi 7o L Senior Vice President, General Counsel:&-
Sec_retary o

Baltimore, Maryland ™~ , L : .
April 32000 - - e es h om0 elciTo e

PLEASE SIGN, DATE AND RETURN YOUR PROXY
. IN THE ENCLOSED ENVELOPE




plus out of pocket expenses. We will bear all costs and expenses of the
solicitation. You must complete and return the enclosed proxy card to have your
shares voted by a proxy

.

Q: BY COMPLETING AND RETURNING THE PROXY CARD WHO AM I

'DESIGNATING AS MY PROXY°

A: You w111 be de51gnat1ng Cralg R Smrth M D (Chalrman of the Board and
Chief Executive Officer), Andrew R. Jordan_(Senior Vice President and Chief
Financial Officer) and Nancy J. Linck (Senior Vice Pre51dent General Counsel
and Secretary) and any one of them as"your proxies.. S

R PRI

Q: ‘HOW WILL MY PROXY VOTE MY SHARES”

A: : Your proxy wrll vote accordrng to the 1nstructlons you mark on’your proxy card.
-, If you complete: and return your proxy:card but-do not.indicate your vote on the
- specified matters, your proxy will vote. “FOR” Items.1, 2, 3 and 4. Also, your
proxy is authorized to.vote,. using his best judgment, on any other matters that
properly come before the meeting.

g - P L T

Q: HOW DO | REVOKE MY PROXY? o
A: You may revoke your proxy at any time _bet”ore’_‘your shares are yoted at the
annual meeting by:
+ notifying our Corporate Secretary, Nancy J. Linck, in Writirrg at'6'611"'1'"'ributary
Street, Baltimore, Maryland 21224, that you are: revokmg your proxy indicating
your name and the number of shares held

 executing and dehvenng to our Corporate Secretary, at the above address a
later dated proxy card; or  °

e attendmg the annual meetlng and votlng in person by ballot.”

Q: HOW DO | VOTE USING MY. PROXY. CARD? .
A: There are three steps.
L Vote on each of the Iatters as follows

« ITEM'l.:' THE ELECTION OF' DIRECTORS The names of all the d1rectors
to be elected are listed on your proxy card. You Have three options: ™

- OPTION 1. To vote for all directors, you check the box marked “FOR.”

- OPTION 2. To vote for some of the directors and \against the rest, you

... should write the names,of-the directors you do. NOT want to vote for in the
_space .provided on the proxy card, You should NOT check the box marked
- “FOR.Y T Y APPSR :

- OPTION 3. To abstain from’ voting for all directors- (that is, Tiot "vote for or
. against-any of the dlrectors) .you check the box marked “WITHHOLD
“AUTHORITY.” : ; C




3.

) You check the box “FOR,” or “AGAINST ?-or “ABSTAIN o

ITEM 2. APPROVAL OF OUR 2002 STOCK AWARD AND INCENTIVE-

‘PLAN vl . . L vl o e . :
’ ,‘“iYou chcck thc box “FOR *or “AGAINST ” ot “ABSTAIN e

lITEM 3 APPROVAL OF OUR 2002 EMPLOYEE STOCK PURCHASE

ITEM 4. RATIFICATION OF OUR SELECTION‘OF KPMG LLP AS
OUR INDEPENDENT-AUDITORS FOR 2002.

You check the box “FOR » or “AGAINST ” cr “ABSTAIN >

| Sign and date your proxy ¢ard. IF"'YOU DO NOT SIGN YOUR PROXY

CARD, YOUR SHARES CANNOT BE VOTED.

Mail your proxy card in the pre-addressed, postage paid envelope.

REMEMBER TO CHECK THE BOX ON YOUR PROXY CARD IF YOU PLAN
TO ATTEND THE ANNUAL MEETING.

Q: WHAT IS A QUORUM OF STOCKHOLDERS, AND HOW MANY VOTES DOES
IT TAKE TO PASS EACH MATTER?

A

A quorum is the presence at the annual meeting in person or by proxy of
stockholders entitled to cast a majority of all the votes entitled to be cast.
Because on March 22, 2002, there were 29,729,407 shares of common stock
outstanding, 14,864,704 shares constitute a quorum

. Broker non-votes, abstentions. and w1thhold authonty votes COUNT for purposes

of determining a quorum.

Assuming that a quorum of stockholders is present at the mccting:

those directors who receive a plurality of the votes cast at the meeting will be

. elected, meaning those individuals nominated for the eight directorships who

receive the highest number of votes cast, even if they receive less than a
majority of the votes cast;

" the majority of the votes cast are necessary to approve our 2002 Stock Award

and Incentive Plan; and

the majority of the votes cast are nccessary to approve our 2002 Employee
Stock Purchase Plan :

the majority of the votes cast are necessary to ratlfy the selection of our
independent auditors. :

Broker non-votes, abstentions and withhold-authority votes DO NOT COUNT as
votes cast.




DESCRIPTION OF THE PLAN | L e e

A description of key provisions of the 2002 Stock Award and Incentive Plan is set .
forth below. This summary is qualified in its entirety by the detailed provisions of the 2002
Stock Award and Incentive Plan, a copy of wh1ch 1is attached. as Appendtx A to this proxy
statement. , ‘

. Administration. . The 2002 Stock Award and Incentwe P'lan' is administered by, th‘e
Cornpensatlon Comrmttee of the Board of Directors. Subject to the terrns of the plan, the
Compensat1on ‘Committee may. select participants to receive. awards determlne the types of
awards and terms and condmons of awards, and. mterpret prov151ons of the plan The New..
Hire OptlomCommlttee is authonzed to award grants of optlons to newly hired employees

Common Stock Reserved for Issuance under the Plan. The Common Stock issued or
fo be issued under the 2002 Stock Award and Incent1ve Plan consists of authorized but
unissued shares and treasury shares. If any shares coveréd by an award under the 2002
Stock Award and Incentive Plan, the 1993 Employee Share Option and Restricted Share
Plan, the 1998 Employee Share Option and Restricted Share Plan or the Directors’ Stock
Option Plan are not purchased or are forfeited, or if an award otherwise terminates without
delivery of any Common Stock, then the shares underlying those forfeited or terminated
awards will again be available for making awards under the 2002 Stock Award and.
Incentive Plan. o

Eligibility. - Awards may be made under the 2002 Stock Award and Incentive Plan to
employees, officers.or directors of or consultants to the Company or any of our affiliates,"
including any such employee who is an, officer or director of us or of any affiliate, and to
any other-individual whose participation in the plan is determined to be in-the best
interests of the- Company by the Board of Directors. On the:record date, there were ,
approximately 14.executive officers, 276 employees and six non-employee directors of the
Company and its subsidiaries who would be ehg1ble to partlclpate in the 2002 Stock
Award and Incentlve Plan. . . . :

Amendmenl or T ermlnanon of the Plan The Board of D1rectors may terrrnnate or .
amend the. plan at any. time and for any reason, The 2002 Stock Award and Incentive Plan
shall terminate in any event ten years after its effective date. Amendments will be _
submitted for shareholder approval to the extent requ1red by the Internal Revenue Code or
other apphcable laws. . R RS e

Optzons The 2002 Stock Award and Incentlve Plan permlts the granting of 0pt1ons
to purchase shares of Common Stock intended to qualify as incentive stock options under
the. Intemal Revenue Code and stock options that do not qualify as incentive-stock optlons.

The exermse pnce of each stock opt1on may | ‘not.- be less than 100% of the, fa1r market
value of our Common Stock on the date of grant.. The fair market value is generally
determined as- .the closing price of the Common Stock on The NASDAQ® National
Market on the day before the determ1nat1on date. In the case of certain 10% shareholders
who receive incentive stock options, the. exercise price may not be less, than 110% of the "
fair market value of the Common Stock on the date of grant. An exception to these
requirements is made for options that the Company grants in substitutionfor options held
by employees: of companies. that the Company acquires. In that case thé.exercise price is
adjusted: to preserve the economic value of the employee s stock optlon from his or.her
former employer. '




The term.of-each stock option is.fixed by the Compensation Committee and:may not
exceed 10 years from the date of grant. The Compensation Committee determines at what
time or times each optron may be exercised and the period of time, if any, after
retirement; déath, drsabrhty or términation of employment dunng which’ options” may be
exercrsed Optrons may be- made exercrsable in installments. The exercrsabrhty of opt1ons .
may be accelerated by the Compensatlon Commrttee

N

In general, an optlonee may pay the exercise price of an option by cash certlﬁed
check by tendering shares of Common Stock (which if acquired from the Company have
been held by the optionee for at least six months) or by means of a broker-assrsted
cashless exermse

Sy T ) s .‘,'{._,( . .

Stock optrons granted under the 2002 Stock Award and Incentive Plan may not be e
sold, transferred, pledged or assigned. other than by will or under applrcable Jaws of descent
and d1stnbut10n However, the Company may permit, 11m1ted transfers of non- quahﬁed
options for’ the beneﬁt of 1mmed1ate famrly members of grantees to, help w1th estate ‘
planmng concerns

Other Awards The Compensatlon Commrttee may also award SRR -*"-‘"-”
. restncted stock (shares of Common Stock sub]ect to transferablhty, Vestrng or other
restrictions).

* bonus stock (shares of Common Stock not subJect to transferablhty, Vestmg or
“other’ restrlctlons) :

. . B .o ',.; NN e e
300 1 ) s )

»..stock units (Common Stock umts subject to transferabrlrty, vestrng, performance or
) other restnctlons) e

el . . o o

. drvrdend equrvalent nghts wh1ch are rights entitling. the recrplent 10 Teceive cred1ts
for dividends that would be pa1d if the recrprent had held a specrﬁed number of
shares of Common Stock . .

. - . »,‘.L
W e il ' ¥

s stock appreciation nghts wh1ch are a rrght to receive a number of shares or,in the
discretion of the Compensat10n Committee, an amount in cash or a combination of
shares and cash, based on the increase in the fair market Value of the shares
underlying the right during a stated period specified by the Compensatron
Comm1ttee

Lt

e performance and annual 1ncent1ve awards ultrmately payable in Common Stock or
; .cash, as determined by the, Compensatlon Commlttee The Compensatlon )
Commlttee may grant multi- year and annual 1ncent1ve awards sub]ect to achieve-.
“ment of specrﬁed goals tied to bus1ness criteria (described below) The Compensa-
tron Committee may. spemfy the amount of the incentive award as a percentage of

" these business criteria, a percentage in excess of a threshold amount or as another gy
amount which need not bear a strictly mathematical relationship to these business

. criteria. The Compensation Committee :‘may modify, amend .ortadjust: the terms of
each award and performance.goal. Awards to individuals who are ‘covered under

- = Section .162(m). of the Internal: Revenue Code, or who the_.Compensation

Compmittee designates as likely:to be .covered in the future, will' comply:with the
requirement that payments to'such employees qualify as performance-based
compensation under Section 162(m) of the Internal Revenue Code to the extent .
..+ that the Compensation Committee:so designates. Such employees include the chief
executive officer and the four highest compensated executive officers (other.than- -

B
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shares of Common Stock for at least two years.after-the date of grant and for one year
after the date of exercise (the “holding period requirement”). We will not be. entitled to .
any business expense deduction with respect to the exercise of: an-incentive stock option,
except as discussed -below. '

For the exercise of an option to qualify for the foregoing tax treatment, the grantee
generally must be our employee or an employee of our subsidiary from the date the option
is granted through a date within three months before the date of exer01se of the option.

If all of thé*foregoing requiremients are met except the holdmg period requirement
mentioned above, the grantee will recognize ordinary income upon the disposition of the
Common Stock in an amount generally equal to the excess of the fair' market value of the
Common Stock at the time the option was exercised over the option exercise price (but
not in excess of the gain realized on the sale). The balance of the realized gain, if any, will
be capital gain. We will be allowed a business expense deduction to the. extent the grantee
recognizes ordinary income, subject to our compliance with Sectlon 162(m) of the Internal
Revenue Code and to certain reporting requirements.

Non-Qualified Optzons. The grant of an option w111 not be a taxable event for the
grantee or the Company. Upon exercising a non-qualified option, a grantee will recognize
ordinary income in an amount equal to the difference between the exercise price and the
fair market value of the Common Stock on the date of exercise. Upon a subsequent sale or
exchange of shares acquired pursuant to the exercise of a non-qualified option, the grantee
will have taxable capital gain or loss, measured by the difference between the amount
realized on the disposition and the tax basis of the shares of Common Stock (generally,
the amount paid for the shares plus the amount treated as ordinary income at the time the
option was exercised).

If we comply with applicable reporting requirements and with the restrictions of
Section 162(m) of the Internal Revenue Code, we will be entitled to a busmess expense
deduction in the same amount and generally at the same time as the grantee recogmzes
ordinary income.

A grantee who has transferred a non-qualified stock optionto a family member by gift
will realize taxable income at the time the non-qualified stock.option is exercised by the
family member. The grantee will be subject to withholding of income and emiployment
taxes at that time. The family member’s tax basis in the-shares of Common Stock 'will be
the fair market value of the shares of Common Stock on the date the option is exercised.
The transfer of vested non- quahﬁed stock optlons will be treated as a completed gift for
gift and estate tax purposes. Once the gift is completed ‘neither the transferred. options nor
the shares ‘acquired on exercise of the transferred options will be 1ncludab1e i the -
grantee’s estate for estate tax purposes.. . - '

Restricted Stock. ~ A grantee who is aii'éirded restricted stock will'not recognize-any -+
taxable income for federal income tax purposes in the year-of the award, provided that the
shares of Common Stock aré subJect to restrictions' (that is, the restricted stock is - % -
nontransferable and subject to a substantial risk of forfeiture). However, the grantee may.
elect under Section 83(b) of the Internal Revenue Code to recognize compensation
income in the year of the award in an amount equal to the fair.market value of the.
Common Stock on the date .of the award (less the pu~fehase‘ price, if any), determined
without regard to the restrictions. If the grantee does not make. such a Section 83(b)

“election, the fair market valye:of the Common Stock on'the date the restrictions lapse.--
(less the purchase price; if an_y),wi_tly be treated ‘as-compensation income to the grantee and
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will be taxable in the year the restrictions lapse- If we comply with applicable reporting
requirements and with the restrictions of Section-162(m) of the Internal Revenue Code, -
we-will be entitled to a business expense deduction-ini the same amount and generally at -
- the same time as the grantee recognrzes ordinary ificoime. -

Bonus Stock A grantee who is awarded ‘bonus stock w1ll recogmze taxable income
for federal income tax. purposes. in the'year of thé award-in an amount equal to the fair
market value of the Common Stock on- the. date of the award (less the purchase price, if _
any). If we comply with apphcable reporting requ1rements and with the restrictions of .
Section 162(m) of the Internal Revenue Code, we. wrll be entitled to a busrness EXpense;
-deductron in 'the same amount and generally at the same time as. the grantee recogmzes
ordrnary income. . .. T S e T :

- Stock Units. ~There are'no immediate tax consequences of receiving an award of 7
~ stock units under the' 2002 Stock Award and Incéntive Plan” A’ grantée Who'is “awarded” T
~ stock units will be requrred to recognize ordinary income in an amount equal to the fair =
“market value of shares issued to such grantee at the-end of the restriction- period or, if -
later the payment date. If we comply with appl1cable reportmg requrrements and with the
- restrictions. of Section l62(m) of the Internal Revenue Code, we will be entitled to a,
business expense deduction in the same amount and generally at the sarne t1me as the
- grantee recognizes ordmary mcome :

Dividend Equlvalent Rights. Participants who receive dividend equivalent rights will|
be requ1red to recognize ordinary income in an amount distributed to the grantee pursuant
to the award. If we. comply with applicable reportmg Tequirements and with the restrictions
of Section 162(m) of the’ Internal Révenue Code, we will be entitled to a business expense
. deduction in the same amount and generally at the same time as the grantee recognizes
ordinary income; - . R TP e o

_ Stock Appreciation ‘Rights: There are no 1mmed1ate tax consequences of rece1v1ng an
award of stock appreciation rights under the 2002 Stock Award and Incentrve Plan. Upon
exercising a stock appreciation’ right, ‘a grantee will recogmze ‘ordinary income in ‘an
amount equal.to the difference between the. exercise price:and the fair market value of the
Common Stock on the date of exercise. If we comply. with, applrcable reporting o
requirements and with the restrictions of Sectron 162(m) of the Internal Revenue Code -
we will be entitled to a- bus1ness expense deduction in.the sime amount and generally at- .
the same time as the grantee recognizes. ordmary income.

Performance and Annual Incentive Awards "The award of a° performance or annual
1ncent1ve award will have no federal i income tax’ consequences for us or for the grantee.
The “payment ‘of the award is taxable to a grantee as ordrnary income. If we comply with
applicable reportrng requirements and with the restrictions of Section 162(m) of the |
Internal Revenue Code, we will be entitled to.a business expense deduction in the same
amount and generally at the same time as’ the grantee recognrzes ordmary income.

' The Board of Directors recomm'érids "that you vote ¢ “FOR”
the approval of the 2002 Stock Award and Incentlve Plan '

ITEM 3 PROPOSAL TO APPROVE OUR 2002 EMPLOYEE STOCK PURCHASE
' PLAN ‘

The Board of Directors approved the Company s 2002 Employee Stock Purchase’ Plan
on' February 20, 2002, subject to approval of our: ‘sharehiolders at th1s meetmg We are
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asking our shareholders to approve the 2002 Employee Stock Purchase Plan as we believe
the plan will be a valuable tool in motivating our employees. We believe that the ESPP
will increase our employees’ interest in our growth and success and encourage employees
to remain in the employ of the Company-or its participating affiliates. The 2002 Employee
Stock Purchase Plan would enable eligible employees of the Company or any of its
participating affiliates, through payroll deductions, to purchase shares of our Common
Stock. There are currently no participants in the 2002 Employee Stock Purchase Plan.
Because participation in the 2002 Employee-Stock Purchase Plan is subject to the
discretion of each eligible employee and the amounts received by participants under the
plan are dependent on the fair market value of our Common’ Stock on future dates, the -
benefits-or amounts that will be received by any participant or groups of participants if the
2002 Employee Stock Purchase Plan is approved are not currently determinable. On the
Record Date, there were approximately 14 executive officers and 276 employees of the
Company and its subsidiaries who were eligible to pamc1pate in the 2002 Employee Stock
Purchase Plan. ‘ A ‘

The affirmative vote of a majority of the shares of Commion Stock cast at the Annual
Meeting is required to approve the 2002 Erhployee Stock Purchase Plan. Unless otherwise -
indicated, properly executed proxies will be voted in favor of Proposal 3 to approve the
2002 Employee Stock Purchase Plan.

DESCRIPTION OF THE PLAN

A descnptlon of the 2002 Employee Stock Purchase Plan is set forth below. Thls
summary is qualified in its entirety by the detailed provisions of the 2002 Employee Stock
Purchase Plan, a copy of which is attached as Appendix B to thls proxy statement

On the Record Date, 300,000 shares of Common Stock are available for purchase by
eligible employees of the Company or any of its participating affiliates. The shares of
Common Stock issuable under the Employee Stock Purchase Plan may be authorized but
unissued shares, treasury shares, or shares purchased on the open market. '

The 2002 Employee Stock Purchase Plan permits eligible employees to-elect to have
a portion of their pay deducted by the Company to purchase shares of our Common Stock
In the event there is any increase or decrease in Common Stock without receipt of -
consideration by the'Company (for instance, by a recapitalization: or stock split), there
may be a proportionate adjustment to the number and kinds of shares that may be
purchased under the 2002 Employee Stock Purchase Plan. The Company will determine
the length and duration of the penods during which payroll deductions will be accumulated
to purchase shares of Common Stock. This period is known as the offering penod The
first offering period is expected to begin June 15, 2002.

Administration. The 2002 Employee Stock Purchase Plan will be administered by
the Compensation Committee. The Compensation Commiittee has the authority to
interpret the 2002 Employee Stock Purchase Plan, to prescribe, amend and rescind rules
relating to it, and to make all other determinations necessary or advisable in administering
the 2002 Employee Stock Purchase Plan. All of the Compensation Committee’s
determinations will be final and binding.

Eligibility. Any employee of the Company or its participating affiliates may '
participate in the 2002 Employee Stock Purchase Plan, except the following, who are
ineligible to participate; (i) an employee whose customary employment:is for less than five
months in any calendar year; . (ii) an employee whose customary employment is 20 hours
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or less per week; and (111) an employee Who after exercising’ his or. her rrghts to purchase
stock under the 2002 Employee Stock Purchase Plan, would own stock (mcludlng stock
that may be acquired under any outstandrng optrons) representing five percent or more of
the ‘total combined voting power of all classes. of stock of the Company. An ¢mployee must
be.employed on the last day of the offering period in order to acquire stock under the 2002
Employee Stock Purchase Plan unless the employee has dred or become disabled, been
laid off or is on an approved leave of absence.

Partzczpatzon Electzon An elrgrble employee may become a part1c1pant in the 2002 .
- Employee. Stock Purchase Plan by completrng an election to participate in the 2002

- Employee Stock Purchase Plan on a form provided by the Company and submitting that
form to the Company’s payroll department. The form will authorize the Company to have
deductions made from pay on each payday following enrollment in the 2002 Employee
Stock Purchase Plan. The deductions or contributions will be credited to the employee’s
~account under the 2002 Employee Stock Purchase. Plan: An employee may not during any
offering period increase his;or her percentage of payroll deduction or-contribution for that

~ offering period, nor may an employee withdrawany contributed funds other than by .
terminating partrcrpatron in the.2002 Employee Stock Purchase Plan (as described below).
A participating employee may increase or decrease his or her payroll deduction or periodic
cash payments, to take effect on ‘the first day of the next offering period, by delrverrng to
the Company a new form regarding -election to participate in-the 2002 Employee Stock
Purchase Plan. A part1c1pat1ng employee may termrnate payroll deductrons or contributions
at any time. ‘

Purchase Price. Rrghts to purchase shares of our Common Stock will be deemed
- granted to participating employees as of the first tradrng day- of each. offering period. The

* purchase price for each share (the “Purchase Price”) will be set by the Compensation _
Committee. The Purchase Price for an offerrng period may not be less than 85% of the fair .

‘market value of our Common Stock on the first trading day of the offering period.or the
day on which the shares are purchase_d (the “Purchase Date™), whichever is lower.

Purchase Limit. - No employee may purchase Common Stock in any calendar year
under the 2002 Employee Stock Purchase Plan and all other “eniployee stock purchase -
plans” of the Company and any parent or subsidiary having an aggregate fair market value
in excess’ of $25, 000 determlned as-of the first tradrng date of the oﬂ'errng period.

Purchase of Common Stock. On the Purchase Date, a pamcrpatrng employee will be -
credited with the number of whole shares of Common Stock purchased under the Employee

- Stock Purchase Plan for such period.. Common Stock purchased under the. 2002 Employee

Stock Purchase Plan will be held. in the custody of an agent designated by. the Company.
The agent may hold the Common’ Stock purchased under the 2002 Employee Stock

Purchase Plan‘in' stock certificates in nominee names and may commingle shares held in its-

custody in a single account or stock certificate, without identification as to individual . -
employees. An employee may; at any time two years following his or her purchase of shares
under the 2002 Employee Stock Purchase Plan, by written notice instruct the agent to-have.
all or part of such shares reissued in the employee’s own name and have the stock certificate
delivered-to the employee The Company may also elect to impose a holding period
requirement of up to two years from the Purchase Date for shares of Common Stock -
purchased by partlcrpatrng employees under the 2002 Employee Stock Purchase Plan

If in any. purchase or offenng perrod the number. of unsold shares that may be made ‘

‘available for purchase under the 2002 Employee, Stock Purchase Plan i is insufficient to
permit elrgrble employees to exercise their-rights to purchase shares, a participation
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adjustment will-be'made, and the number of shares purchasable by all partrc1pat1ng
employees will be: reduced proportlonately :

T ermmanon;of Partzczpatzon. A part1c1pat1ng employee w111 be refunded all monies .
in his or her account, and his or her participation. in the 2002 Employee Stock. Purchase .
Plan will be terminated, if: (i) the employee ceases to be eligible to participate in the 2002
Employee Stock Purchase Plan, or (ii) the employee voluntarily leaves the employ of the. -
Company or a participating affiliate prior to the Purchase Date. A part1crpat1ng employee’s
participation in the 2002 Employee Stock Purchase Plan will also terminate in the event
that the Board of Directors elects to terminate the plan; prov1ded that termination’ of the
plan w1ll not 1mpa1r the vested nghts of the part1c1pant - '

If a part1crpat1ng employee elects to terminate participation in- the 2002 Employee S
Stock Purchase Plan, terminates participation because of his or her death, or terminates
participation because of an involuntary termination of employment without cause, the -+
employee (or his or her representative in the event of death) can choose to either:

(i) purchase Common’ Stock on the Purchase Date with the amounts then accumulated in
his: or her account or (11) have all monies in his or her account refunded

Lay oﬂ Authonzed Leave of Absence or Dzsabzltty Payroll deductlons may be ‘
suspended for a participating employee during any period of absence of the employee from
work- due to lay-off, authorized leave of absence or disability or, if the employee so elects,
periodic payments to the 2002 Employee Stock Purchase Plan by the employee may - -
continue to be made in cash. If the partrc1pat1ng employee returns to active service prior to
the Purchase Date, the employee’s payroll deductions will be résumed. If the employee did
not make periodic ‘cash payments during the employee’s period of absence, the employee
may elect to: (i) make up any deficiency in the employee’s account reslting from a X
- suspension of payroll deductions by an immediate cash payment; (ii) not to make up the
deficiency in his or her account, in which event the number of ‘shares to be purchased by
the employee will be reduced to the number of whole shares which may be-purchased- with
the amount, if any, credited to the.employee’s account on the Purchase Date;.or
(iii) wrthdraw the amount in the employee’s account and terminate the employee s option
* to purchase. If a partrc1pat1ng employee’s period of lay-off, authorized leave of absence or
disability terminates on or before the Purchase Date, and the employee has not- resumed
active employment with the Company or a partrc1pat1ng aﬁihate the employee will receive
'a d1str1butlon of his or her account: : - :

Transferabllzty of Shares. No participating employee may assign his-or her rights to
purchase shares of Common Stock under the 2002 Employee Stock Purchase Plan, -
whether voluntarily, by operation of law or otherwise. Any payment of cash or issuance of
shares of Common Stock under the 2002 Employee Stock Purchase Plan may be made
only to.the- participating.employee (or, in the event of the employee’s death, to the
employee’s estate). Once a stock. certificate has been issued to the employee or. for his or
her account, such certificate may be assigned the same as s any other stock certiﬁcate .

Amendmenz of Plan The Board of Directors rnay, at any t1me amend the 2002
Employee Stock Purchase Plan in any respect; prov1ded however, that w1thout approval of
the shareholders of the Company, no amendment shall be made (i) increasing the number
of shares that may be made available for purchase under the 2002 Employee Stock
.Purchase Plan, or (ii) changing the eligibility requirements for participating in the 2002
Employee Stock Purchase Plan. No amendment may 'bé made to the 2002 Employee " -
Stock Purchase Plan that impairs the vested rights of participating:-employees. -
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Termination of Plan. The Board of Directors. may terminate the 2002 Employee

~ Stock Purchase Plan at any time and for any reason or for no reason, provided that such
termination shall not impair any rights of participants that have vested at the time of
termination. In any event, the 2002 Employee Stock Purchase Plan shall, without further -
action of the Board of Directors, terminate at the earlier of (i) 10 years after adoption of -
the 2002 Employee Stock Purchase Plan by the Board of Directors and (ii) such time as
all shares.of Common Stock that may be made available for purchase under the 2002 -
Employee Stock:Purchase Plan have been issued: -

-Reorganizations. . Upon a reorgamzatron in which the Company is not the. surv1v1ng ' B

corporation or a sale of assets or stock, the 2002 Employee Stock Purchase Plan and all
rights outstanding. shall terminate, except to the extent provision is. made'in writing in
connection with such transaction for the contmuatlon or assumption of the 2002 Employee
" Stock Purchase Plan, or for the subst1tut1on of the rtghts under the 2002 Employee Stock
Purchase Plan wrth nghts covermg the stock of the successor corporation.

“No Employment Rights. Nelther the 2002 Employee ‘Stock Purchase Plan nor: any
right to purchase Common Stock under the 2002 Employee Stock Purchase-Plan confers
upon any employee any right to contrnued employment with the Company ora
part1c1pat1ng affiliate.’ - x

FEDERAL INCOME TAX CONSEQUENCES

The 2002 Employee Stock Purchase Plan is 1ntended to quahfy as an employee stock
purchase plan” under Section 423 of the Internal Revenue Code. Amounts withheld from
pay under the 2002 Employee Stock Purchase Plan are taxable income to participating
employees in the yedr.in which the amounts otherwise would have been teceived, but the.
participating employees will not be required to recognize additional income for federal
income tax purposes either at the time the employee is deemed to have been granted a
right to purchase Commion Stock (on the first day. of an offering period) or when the right
to purchase Common Stock is exercised (on the’last day of the offenng perrod)

-If the .,par.trclpatmg employee holds the Common Stock purchased under the 2002 .
Employeé Stock Purchase: Plan for at least two years after the: first-day-of the offering - -
period in-which the Common Stock was acquired .(the “Grant Date™) and for at least one.
year after the Common Stock is purchased, when the participating employee' disposes of -
the Common Stock, he or she w1ll recogmze as ordmary income an amount equal to the
lesser-of: - : : :

(i) the excess of the fair market value of the‘Common Stock onk the dateof
- disposition over the price paid for the Common Stock; or

o (1) the fair market value of the Common Stock on the Grant Date multlplled
by the discount percentage for stock purchases under the 2002 Employee Stock
Purchase Plan. The discount percentage is’ generally 15%, although the Company may
use a lesser drscount percentage 1nclud1ng a zero- d1scount percentage.

‘ If the partlcrpatmg employee dlsposes of the Common Stock within. two years after

' the Grant Date or within one year after the Common Stock is purchased, he or she will ,
recognize ordinary income equal to the fair market value of the Common Stock on the last
day of the offering period-in which the Common Stock was acquired less the amount paid -
for the Common Stock. The ordinary income recognition pertains to any disposition of
Common Stock acquired under the- 2002 Employee Stock Purchase Plan (such as by sale,
exchange or gift). > :
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‘Upon disposition: of the Common Stock acquired under the 2002 Employee Stock
Purchase ‘Plan, any gain realized in excess of the amount reported as ordinary income will'
be reportable by the participating employee as a capital gain, and any loss will be
reportable as a capital loss. Amounts required to be reported as ordinary income on the’
disposition of the Common Stock may be added tothe purchase price in determining any
remaining capital gain or loss. Capital .gain.or loss:will be long-term if the employee has
satisfied the two-year holding period requirement described above or, in any event, if the ..
employee has held the Common Stock for at least one year. Otherwise, the capital gain or
. loss will be short-term. L

' If the part1c1pat1ng employee satisfies the two-year holding perrod for Common Stock .
purchased under the 2002 Employee Stock Purchase Plan the Company will not recerve
right tinder which it ‘'was purchased If the employee does not satrsfy the two- year holdrng
period, the Company will be entitled to a deduction in any amount equal to the amount
that is considered. ordinary income. Otherwise, the 2002 Employee Stock Purchase. Plan
- has'no tax-effect on the Company ‘ -

The foregomg tax discussion is a general description of certain expected federal
income tax results under current law. No attempt has been made to address any state and
local, foreign or estate and gift tax consequences that may arise in connection with -
participation in the 2002 Employee Stock Purchase Plan.

"The Board of Directors recommends that you vote “FOR”
the approval of the 2002 Employee Stock Purchase Plan

. ITEM 4 RATIFICATION OF OUR SELECTION OF KPMG LLP AS OUR INDEPEN-
B DENT AUDITORS FOR 2002, ‘

KPMG LLP, certified. public accountants, has been our independent auditor since our
inception’in 1993..A-member of .the firm. will be at the annual meeting and ‘will be
: avarlable to answer appropnate questrons or make a statement. 1f he desrres to do so.

KPMG audrted our 2001 consolrdated ﬁnancral statements, As part of their. aud1t
function, they also reviewed our 2001 annual report to stockholders and various filings with
the Securities and Exchange Commission.

Additionally, information about KPMG ‘and the services they provide is included on
page 33, under the caption “Independent Public Accountants.” - . .

If you do not rat1fy the apporntment of KPMG as 1ndependent audrtors for 2002 we
will consider this adverse. Vote as.a direction to our Board of Directors. to consider the
selection of other auditors for 2003. However, because of the drﬂ‘iculty in making any
substitution of auditors so long aftér the beginning of the current year, we' contemplate that
their appointment for 2002 will be permrtted to stand unless our Board ﬁnds other good
reason for makrng a change ' : :

- The Board of Directors recommends that you vote “FOR”
the ratification of KPMG as our independent auditors for 2002.
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ITEM 5. OTHER MATTERS.

The board of directors is not aware of any other matters to be presented for action at
the annual meeting. However, if any other matters come before the meeting, your proxy
holders intend to vote or act in accordance with their best judgment.

The Board of Directors Recommends a Vote “For” Items 1, 2, 3 and 4.
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BOARD OF DIRECTORS

Nominees for the Board of Directors

Below we set out brief biographical descriptions for each of our eight nominees for
directors: ‘

Craig R. Smith, M.D. ...... Chairman of the Board of Directors and Chief Executive
Age 56 Officer, member of the Nominating Committee, member
of the Science Committee and sole member of the New

Hire Option Committee.

Dr. Smith joined Guilford as a director at Guilford’s
inception in July 1993. Dr. Smith was elected president
and chief executive officer in August 1993 and was
elected chairman of the board in January 1994,

Dr. Smith stepped down as President of Guilford in
February 2002, when he appointed David Wright to that
position in connection with an organizational restructuring
of the Company. Prior to joining Guilford, Dr. Smith was
senior vice president for business and market development
at Centocor, Inc. (a biotechnology company). Dr. Smith
joined Centocor in 1988 as vice president of clinical
research after serving on the faculty of the Department of
Medicine at Johns Hopkins Medical School for 13 years.
Dr. Smith received his M.D. from the State University of
New York at Buffalo in 1972 and received training in
Internal Medicine at Johns Hopkins Hospital from 1972
to 1975. Dr. Smith is a member of the board of directors
of CellGate, Inc., a privately held biopharmaceutical
company of which Richard L. Casey, a former director of
the Company, is the chief executive officer and chairman
of the board of directors. Dr. Smith also serves on the
board of directors of Molecular Neuroimaging Inc.

George L. Bunting, Jr. ...... Director, Chairman of the Compensation Committee and
Age 61 member of the Audit Committee.

Mr. Bunting has been a Guilford director since May
1996. Mr. Bunting is president and chief executive officer
of Bunting Management Group, a position he has held
since July 1991. He formerly served as chairman of the
board and chief executive officer of the Noxell Corpora-
tion (a Procter & Gamble Company as of November
1989). Mr. Bunting joined Noxell Corporation in 1966 as
a product manager. In 1968, he was elected to the board
of directors of Noxell. In March 1970, he was elected to
the position of executive vice president and served as
president and chief executive officer from November 1973
until April 1986, when he became chairman and chief
executive officer. Mr. Bunting is a director of Mercantile
Bankshares Corporation, Baltimore Equitable Insurance
Company and Mercantile Safe Deposit and Trust
Company. He served as chairman of the Board of
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Elizabeth M. Greetham. . .. ..

Age 52

Joseph (“Skip”) Klein, III. ..

Age 41

Ronald M. Nordmann
- Age 60 ’

Trustees of Johns Hopkins University, Johns Hopkins
Health System, and Johns Hopkins Hospital from 1994
until 1998 and for Johns Hopkins Medicine from 1996

until 1998. Mr. Bunting continues to serve as a trustee for

these institutions.

Director and member of the Compensation Committee.

Ms. Greetham has been a Guilford director since
November 1995. From 1992 to 1999, Ms. Greetham was
portfolio manager of WPG Life Sciences Fund, L.P. and
WPG Institutional Life Sciences Fund, L.P., and since
1990 she has been involved in health care investments for
institutional, growth and individual high net worth
accounts at Weiss, Peck & Greer, L.L.C. From June
1999 until August 2000, Ms. Greetham was chief
financial officer of Drug Abuse Sciences, Inc. In August
2000, Ms. Greetham was named chief executive officer of
Drug Abuse Sciences. She is a member of the board of
directors of Drug Abuse Sciences, Inc.

Director and merﬁber of the Audit Committee and the
Science Committee.

Mr. Klein has been a Guilford director since August
1998.-Mr. Klein is currently a Venture Partner of MPM
Capital and a Managing Director of Gauss Capital
Adpvisors, LLC. Previously, from June 1999 through
September 2000, Mr. Klein had been Vice President of
Strategy for Medical Manager Corporation and an invest-
ment analyst with The Kaufmann Fund (an emerging
growth mutual fund). From April 1998, through June
1998; Mr. Klein was a managing director of Millenium
HEW, LLC. Mr. Klein was employed at T. Rowe Price

_ Associates (an investment management firm)-from

December 1988 until March 1998, for a time as a ]
portfolio manager and chairman of the investment advi-
sory committee ‘of T. Rowe Price Associates and also as a
vice president and health care investment analyst. He
holds an M.B.A. from the Stanford Graduate School of
Business and a B.A. in economics from Yale University.
Mr. Klein is a director of NPS Pharmaceuticals, Inc.

Director, Chairman of the Audit Committee and
Chairman of the Nominating Committee.

Mr. Nordmann became a Guilford director in May 2000.

“Mr. Nordmann is currently president of Global Health

Associates, LLC (a consulting firm to life sciences
companies). From 1994 until January 2000,

Mr. Nordmann was a partner at Deerfield Management,
a health care investment management firm where he
served as a portfolio manager of a $1.2 billion health care
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Solomon H. Snyder, M.D. ...
Age 63 ‘

W. Leigh Thompson, M.D. ..
Age 63

- sector fund. Prior to joining Deerfield Management,

Mr. Nordmann was the Managing Director and Senior
Health Care Analyst at PaineWebber Incorporated (a
broker dealer) for approximately nine years.

Mr. Nordmann has over 25 years experience in invest-
ment management specializing in the pharmaceutical
industry. He received his B.A. in Business and Industrial
Management from The Johns Hopkins University in 1963
and his MBA in Finance and Marketing from Fairleigh
Dickinson University in 1966. Mr. Nordmann serves on
the board of directors of Shire Pharmaceuticals Group
plc, and Boron, LePore & Associates, Inc. and Pharma-
ceutical Resources, Inc.

Director, Chairman of the Science Committee, member

of the Nominating Committee and consultant to Guilford.

Dr. Snyder has been a Guilford director since Guilford’s
inception in July 1993 and a consultant of ours since
August 1993. Dr. Snyder received his M.D. in 1962 from
Georgetown Medical School, trained as a research asso-

-ciate with Julius Axelrod at the National Institute of

Mental Health and completed his Psychiatry Residency
at Johns Hopkins Hospital. He is presently director of the
Department of Neuroscience at Johns Hopkins Medical
School and Distinguished Service Professor of Neuros-
cience, Pharmacology and Molecular Sciences, and
Psychiatry. Dr. Snyder has received a number of awards
including the. Albert Lasker Award in Basic Biomedical
Research, the Wolf Prize and the Bower Award. He is a
member of the U.S. National Academy of Sciences, the
Institute of Medicine and the American Academy of Arts
and Sciences. Dr. Snyder is a director of Scios.

Director and member of the Compensation Committee
and Science Committee.

‘Dr. Thompson has been a Guilford director since April

1995. Dr. Thompson joined Eli Lilly in 1982 and was
appointed executive. vice president for research in 1991

- and chief scientific officer in 1993. Dr. Thompson retired

from Eli Lilly in December 1994 and is president and
chief executive officer of Profound Quality Resources,
Ltd. (an independent consulting firm advising clients in
the pharmaceutical industry). Dr. Thompson is a director
of DepoMed, Inc., Inspire Pharmaceuticals, Inc., La Jolla
Pharmaceutical Co., Medarex, Inc., Orphan Medical,

" Inc., Tanabe Research Laboratories Inc. and
‘Bioanalytical Systems, Inc. and Conjuchem, Inc.
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David P. Wright
Age 54 .-

Nominee for Director, President and Chief Business:
Officer

Mr. Wright joined the Corhpahy in November 2000, as
Executive Vice President, Commercial Operations. In
February 2002, he was appointed President -and Chief
Business Officer of Guilford in connection with an
organizational restructuring of the Company. From 1990

. through 1999, Mr. Wright was employed by MedIm-

mune, Inc., most recently as Executive Vice President
Sales and Marketing. Prior to joining MedImmuine,

Mr. Wright wa$ Vice President, Gastrointestinal Business
Group, for Smith, Kline and French Laboratories, and
held various marketing and sales posts with G.D. Searle,
Glaxo, Hoffmann-LaRoche and Pfizer. Mr. Wright

v rec‘eivedva Master of Arts in Speech Pathology and
~ Audiology from the University of South Florida in 1969.

The board recom'l.nends a vote “FOR"’< ,éach of the nominees for director listed above.
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Board Committees

Our board has five standing committees: a compensation committee, an audit
committee, a science committee, a nominating committee and a new hire option committee.

Compensation Committee. The Compensation Committee has three members and
serves the functions set forth in the following table.

) No. of
Name of Meetings
Compensation Committee Members Compensation Committee Functions in 2001
George L. Bunting, Jr. (Chair) « establishes compensation of the chief 1

executive officer

Elizabeth M. Greetham . .
« reviews and approves compensation
W. Leigh Thompson, M.D., Ph.D. of other executive officers

« prepares annual report to
stockholders on executive
compensation practices

+ administers employee stock option
and restricted share plans and such
other plans as we may adopt from
time to time :

« approves and establishes policies
with regard to company salary,
incentive, equity and other
compensation programs

Audit Committee. The audit committee has three members and serves the functions
set forth in the following table. The board has adopted a written charter for the audit
committee. This charter was included as an appendix to our proxy statement for our 2001
annual meeting of stockholders. All of the members of the audit committee are independent
(as independence is defined in Rule 4200(a) (15) of the National Association of Securities
Dealers’ (“NASD”) listing standards). A report of the audit committee is included in this
proxy statement.

) No. of
Name of - Meetings
Audit Committee Members Audit Committee Functions in 2001
Ronald M. Nordmann (Chair) « recommends action to the board on the 4

appointment or discharge of the

independent auditing firm

Joseph Klein, II1 + reviews the proposed scope of the annual
audit and estimated fees

* reviews any major new accounting
policies or changes to existing ones

* reviews with the independent auditors
their annual audit report and our
quarterly and annual financial statements

 consults with auditors and our internal
accounting staff on their appraisals of
the strengths and limitations of our _
accounting personnel, internal accounting
controls and systems, and other factors
pertinent to the integrity of our
published financial reports

» reviews the annual letter from the
independent auditors on internal
accounting controls

 prepares annual report of the Audit
Committee to stockholders

 reviews other services and fees of
independent auditors

George L. Bunting, Jr.

24




‘Science Committee. 'The Science Committee has four members and serves-the
~functions set forth in the following table. Tanme :

. No. of
Name of . : - ) .. Meetings
Science Committee Members " SClence Commrttee Finctions - © in 2001
Solomon H. Snyder ‘M.D. (Chalr) . engages consultants to advise the 2
) . ~Committee in its review of the - ] - ‘
Craig R. Sm1th M. D i - Company’s research and -

W. Le1gh Thompson MD PhD development p rograms O EEE
{ « conducts-peer review of the.
Joseph Klein, Riii Coe .. Company’s research and. -
‘ development. prOJects

+ advises the presrdent and chief -
executive officer of the Company -
" regarding future research and
. development efforts .

- Nominating Committee. Our Nominating Committee was formed by the Board of
Directors in February 2002 and is comprised of Mr. Nordmann, who serves as chairman, "
Drs. Snyder and Smith, The Nominating Committee: reviews and recommends to the |
Board of: Directors candidates to, fill Board vacancies. The Nominating Committee will
consider nominations -of ‘people for election. as-directors-that are submitted.by: stockholders -
in writing, in accordance with-the requirements set forth in our bylaws.

" New Hire Option Commitiee. The function of the New Hire Option Committee'is-to
authorize grants of -options to purchase our common stock to newly hired employees dnd
employees receiving certain promotions, so that the exercise price for these employee -
options per share is equal to the closing price per share of our common stock on the-day -
before the employee begins employment with us. The New Hire Option Committee is not
authorized to grant optlons ‘to purchase in’ excess of 50,000 shares of our common stock. to
any one newly-hired employee without the concurrencé of the Chairman of the .. :
Compensat1on Committee, nor is it authorized to grant options to existing employe‘es
except in the limited case of options granted to certain employees in connection with their
promotion from non- exempt to exempt status. The New Hire Optlon Committee does not
.have meetings, but instead. acts by written consent. In 2001, the . New Hire Option
Committee acted 11 trmes by wntten consent The New Hire Option Committee has one
member, Dr. Smlth ) » .

Attendance at Board and Committee Meetlngs

During 2001, our board held six meetings., All of our directors attended at least 75%
of these meetings as well as meetings of the committees on which they serve. -

Directors’ Compensatlon

We do not payrd1rectors who are also employees of Gurlford (currently, Dr.. Smlth 1s
the only employee of Guilford who-is also a director and, if elected, Mr. Wright will- also
be an employee-director of Guilford) for serving on the-board or any committee. We paid -
all non-employee directors an annual retainer of $12,500 and $1,500 for each board
meeting attended in 2001..The board also established compensation for members of the .
Audit Committee and Compensat1on Committee at $500 for each meetmg attended.
Members of the Science Committee. receive: $5,000.for each meeting attended. In addition,
Dr. Snyder has a consulting agreement with Guilford (see the Section entitled-“Certain - ..
Relationships and Related Party Transactions’-beginning on page 32), and, except as -
described below, does not receive any compensation for-his service-on thc board or- any -

- committee. : s
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We reimburse -each director, whether an employee or not, for expenses of attendmg
board and committee meetings. . - ‘

- In 1994, we adopted the Directors’ Stock Option Plan (the “1994 Plan”) to attract
 individuals to serve as outs1de directors. Under the 1994 Plan, each eligible director

~ receives an option to purchase 30,000 shares of our common stock at the time he or she
initially begins serving on the board. Thereafter, each eligible director receives -additional
options to purchase 7,500 shares of. our common stock, immediately following each of the
next four annual elections of directors-so long as he or she has served on the board for at -
- least one full year and continues to serve: as a director on the grant date. Directors may
exercise these opt1ons for up to one-half of the shares covered on the first anniversary of

" the date of the grant. The .remaining 50% vest on the second anniversary date. Once
vested, directors may exercise_these options for up to 10 years from the initial option grant
date. Dr. Snyder did not participate in the 1994 Plan.

After reaching the-applicable limits under the 1994 Plan, each non-employee director
(including Dr. Snyder) will, so long as he or she remains a director of the Company,
receive annual ‘grants of stock options to-purchase 7,500 shares of our common stock under
the terms of our 1998 Employee Share Option and Restricted Share Plan (the 1998 -
Plan”) immediately following re-eléction to the board at the annual meeting of
stockholders of Guilford. These grants will be made under the 2002 Stock Award and:
Incentive Plan, if it is approved by the shareholders. Directors may exercise these options
for up to one-half of the shares covered on the first anniversary of the date of the grant.
The remaining 50% vest on the second anniversary date. Once vested, directors may
exercise these optlons for up. to 10 years from the initial opt1on grant date.

Dr. Smxth as an employee -director, does not receive stock opt1on grants for serving as
a director of Guilford, although he is eligible to receive stock opt1ons as an employee of
Guilford.

Options‘ we issue under the 1994 Plan and 1998 Plan are considered “non-qualified”
stock opt1ons for tax purposes, meaning that directors may be subJect to certain federal and
state taxes at the time they exercise these options. The exerc1se price ‘of options we grant
under the 1994 Plan and 1998 Plan is equal to the closing price of our stock (as reported -
on the Nasdaq Stock Market) on the day immediately prior to the date we grant the '
options. v

. A director may also transfer these options to'his or her spouse, children or
grandchildren (and certain trusts for the ‘benefit of these family members or partnerships in
which such family members are the only partners) so long as he or she receives no
payment for that transfer. In addition, these immediate family members (or their trusts or
partnerships) may transfer options among themselves so long as no amounts are paid for
these transfers. A director may also'transfer these opt1ons followmg his or her death by will
or the laws of descent and distribution. oo S

Section 16(a) Beneficial Ownership Reporting Compliance

‘For 2001, we believe.that our officers and directors filed all the reports required by

~ Section 16 of the Securities Exchange Act of 1934 on a timely basis, except that '
Dr. Nancy J. Linck, our Senior Vice President, General Counsel and Secretary reported
the acquisition of 1,000 shares of our Common Stock during August 2001, on her Form 4
filed on October 10, 2001.
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BENEFICIAL”OWNERSHIP OF COMMON STOCK

The following table shows the beneficial ownership of our common stock as of
March 22, 2002 of each norhinee for director, the five executive officers shown in the
Summary Compensation Table on page 28, and all of our directors and executive officers
as a group. The table also lists those stockholders that beneﬁcmlly hold 5% or more of our
common stock as of-March 22, 2002,

Number of Percent of

‘ : . . : Shares Outstanding
Name : : : : ' Owned (1) Shares
T. Rowe Price Associates, Inc. (2) .. ....voiueneaneeneen. .. 2,126,900 7.15%
Wellington Management Co. LLP. (3) e e 1,974,700 6.68%
Craig R. Smith, M.D. .. ... .. S e e 699,958 2.35%
David P, Wright . ............ e B 61,133 *
Johh P. Brennan... e B - 255,281 x
Andrew R, JOrdan - :. ... o i e 291,885 *
Thomas C. Seoh .......... JR PN R 180,824 - *
George L. Bunting, Jr. (4) ......... i U e 722,150 2.43%
Ehzabeth M. Greetham . .. e e 63,750 *
Joseph Klein IIT............ e e e 53,150 *
Solomon H. Snyder, MD. ... .\oooiiocire et e 570,943 . 1.92%
W. Leigh Thompson, M.D., Ph.D. ....................... e 94,936 - *
Ronald M. Nordmann . .. .. e SR A 71,250 *

All officers and directors as a group ..... N S 3,460,094 11.64%

* Represents less than 1% of the shares outstanding.

(1) Includes shares for which: the named person:
'« has sole voting and investment power, _
* has shared voting and invéstment power with a spouse-or minor child, and/or

« holds in a 401 (k) Retirement Savmgs Plan account or other quahﬁed retirement
account, unless otherwise stated in these footnotes.

« has the right to acquire w1th1n 60 days of Apnl 1 2002 upon the exercise of stock
options.

(2) The address of this stockholder is 100 E. Pratt Street, Balnmore Maryland 21202.
The information concerning this stockholder is based solely on a Schedule 13G, dated
February 14, 2002, filed ‘with the SEC.

These securities are owned by various individual and institutional investors which

T. Rowe Price Associates, Inc. (Price Associates) serves as investment adviser with
power to direct investments and/or sole power to vote the securities. For purposes of
the reporting requirements of the Securities Exchange Act of 1934, Price Associates is
deemed to be a beneficial owner of such securities; however, Price Associates
expressly disclaims that it is, in fact, the beneficial owner of such securities. .

(3) The address of this stockholder is 75 State Street, Boston, Massachusetts 02109. The
information concerning this stockholder is based solely on a Schedule 13G, dated
February 12, 2002, filed with the SEC.

(4) Includes 650,000 shares held by The Abell Foundatlon Inc., for which Mr. Bunting
disclaims a beneficial interest. Mr. Bunting serves as a trustee and a member of the
finance committee of The Abell Foundation. Doe¢s not include 3,500 shares held by a
limited liability company for which Mr. Bunting disclaims beneficial interest except as
to his 1% pecuniary interest in the limited liability company.
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EXECUTIVE COMPENSATION

The following table summarizes the compensation of our Chief Executive Officer and
our four most hlghly compensated executive oﬁicers as of December. 31, 2001:

- SUMMARY COMPENSATION TABLE

\ Long-Term
Compensation
Annual Compensation Awards
Securities All Other
o Underlying '~ Compensation

Name and Principal Position v Year Salary($) . Bonus($)- Options(#) $) (1)

Craig R. Smith, M.D. ............ e 2001 $483,333 . $210,000 150,500 $95,504
Chairman and Chief 2000 395,000 250,000 125,000 94,374
Executive Officer B 1999 366,667 200,000 100,000 92,984

David P. Wright. ... .................... 2001 320,000 90,000 "80,500 4,134
President and Chief 2000 71,231 — - 175,000 —
Business Officer (2) ‘

John P. Brennan ........... ... ... . ..... 2001 257,816 63,000 . 40,500 41,834
Senior Vice President, 2000 240,542 120,000 50,000 039,444
Technical Operations . 1999 226,476 57,500 40,000 ‘ 40,036

Andrew R. Jordan ... .........ocooviin.n. 2001 254,371 64,000 50,500 - 26,358
Senior Vice President, . 2000 . 238,625 96,000 . 40,000 30,760
Chief Financial Officer and Treasurer 1999 226,444 46,000 - - 30,000 29,086

Thomas C. Seoh ..z ... ... ..ot 2001 254,000 74,000 50,500 15934 -
Senior Vice Pre51dent 2000 237,916 96,000 40,000 . 17,672

Corporate and Commercial Development 1999 217,792 60,000 50,000 18,158
and Strategic Planning :

(1) Represents the value of shares as of December 31st of the year issued (i.e., 1999,
2000 and 2001) to the 401 (k) Plan account of each executive listed above as part of
Guilford’s program of matching employee contributions to 401(k) Plan accounts. For
2001, the value of these shares is based on a closmg price of $12.00 per share on
‘December 31, 2001. The value of the company match in 2001 was ‘as follows:

Dr. Smith — $3,934; Mr. Wright — $4,134; Mr. Brennan — $3,236; Mr. Jordan —
$3,814; and Mr. Seoh — $3,934. These contributions vest in each executive’s 401 (k)
Plan account over a four-year period based on each executive’s term of service with
Guilford. In addition, the amounts for 1999, 2000 and 2001 irclude the dollar value of
insurance premiums paid by Guilford with réspect to split-dollar life insurance
policies. At such time as these policies terminate, Gu11ford will be Teimbursed for up

~ to the entire amount of the premiums previously paid, dependmg on the cash

. surrender value of the policy at the time of policy termination.

(2) Mr. Wright began employment with Guilford in November 2000. Mr. anht s salary
on an annualized basis for 2000 was $320,000. Included in his salary for 2000, is a
$30,000 signing bonus paid to Mr. Wright upon commencement of his employment
with the Company K :
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Option Grants

The following table sets forth certain 1nformat10n concerning the grant of stock

options to our executlves in 2001:

Option Grants In Last Fiscal Year

Individual Grants

Potential Realizable

: Percentage
Number of of Total Value at Assumed
Securities Options Annual Rates of
Underlying Granted to Stoc!( I"nce
- Options Employees in  Exercise or Appreciation for
. Granted (#) Fiscal Year  Base Price Expiration Option Term (3)
Name and Position ’ (1) (%) (@ Date 5%($) 10%($)
Craig R. Smith, MD. ........ ... 150,500 6.6% - 881 2/20/12 $833,860 $2,113,165
David P. Wright .. ............... 80,500 - 35 8.81  2/20/12 $446,018 $1,130,298
John P. Brennan ......... PO 40,500 1.8 8.81  2/20/12 $224,394 § 568,659
Andrew R. Jordan ............... 50,500 2.2 8.81 2/20/12  $279,800 $ 709,069
Thomas C. Seoh ................ © 50,500 2.2 8.81 2/20/12‘ $279,800 $ 7_09;069
(1) Consists of options granted to certain executives in February 2002 relating to

(2)

(3)

performance in 2001. These options vest 25% on the first anniversary of the grant date
of the option and thereafter the remammg optlons vest in 36 equal monthly
installments.

The exercise prices are equal to the fair market value of the common stock on the
date of grant.

Amounts represent hypothetical gains that could be achieved for the respective options
at the end of the ten-year option term. The assumed 5% and. 10% rates of stock
appreciation are; mandated by-the rules of the Securities and Exchange Commission
and may not accurately reflect the appreciation of the price of our common stock
from the date of grant until the end of the option term. These assumptions are not
intended to forecast future price appreciation of our common stock.
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Option Exercises and Holdings

Emplovees and other individuals exercised options to acquire an aggregate of 146,723
shares in 2001. The following table sets forth information with respect to certain of our
executives concerning the exercise of options during 2001 and unexercised options held as
of the end of that year:

Aggregated Option Exercises In Last Fiscal Year
And Fiscal Year-End Option Values

Number of Securities

Underlying Unexercised Value of Unexercised

Options Held at In-The-Money Options

Shares Acquired Value Fiscal Year-End (#) (1) at Fiscal Year Epd $)(2)

Name ) on Exercise (#) Realized ($) Exercisable Unexercisable Exercisable Unexercisable
Craig R. Smith, M.D. ..... 22,919 $298,502 287,461 347,586 — $480,035
David P. Wright........... — — 50,000 205,500 — 256,755
John P. Brennan .......... — ‘ — 151,215 119,252 $28,974 129,155
Andrew R. Jordan ......... 30,000 388,899 154,580 117,170 — 161,055

Thomas C. Seoh .......... — — 131,456 126,544 — 161,055

(1) Includes options granted in February 2002 relating to performanc_é in 2001.

(2) Total value of unexercised in-the-money options'is based on the closihg price of the
common stock of $12.00 per share on December 31, 2001 minus the exercise price of
the options. ‘ : -

Employment Agreements

Each of the executives listed in the above tables entered into an employment
agreement with ‘Guilford upon starting his employment. These employment agreements
contain severance provisions that entitle the executive to continuation of his then-current
base salary for up to 12 months if we terminate his employment other than for cause. In
the case of Dr. Smith, our chief executive officer, the severance payments continue for up
to 36 months, If the executive secures full-time employment during this 12- or 36-month
period, we are no longer obligated to continue to make these severance payments. During
the severance period, we also continue to provide health, life and disability insurance
coverage to the executive.

In 1998, we entered into additional severance agreements with our executives that
apply if we are subject to a “change in control” and the executive’s employment is
terminated other than for cause or the executive voluntarily resigns for “good reason”.
Under these agreements, the executive is entitled to a lump-sum payment equal to two
times the executive’s then-current annual base salary. In the case of Dr. Smith, our chief
executive officer, the severance amount is three times his then-current base salary. We
have also agreed to pay for certain “golden parachute” excise taxes the executive may be
liable for under section 4999 of the Internal Revenue Code of 1986, as amended. In
addition, we are obligated to continue to provide health, life and disability insurance
coverage to the executive for two years or until the executive secures full-time employment
elsewhere, whichever happens first.

30




For purposes: of these agreements, a “change in control” is deemed to have occurred
if: R : ' '

« a third party or group of third parties becomes the “beneficial owner’’ (as defined in
Rule 13d-3 under the Securities Exchange Act of 1934) of 50% ‘or miore of our
outstanding votmg stock;

+ a third party or group of third parties acquires-30% or more of our voting stock but.
less than 50%, unless prior to the acquisition of these shares, the full board by at
least a two-thirds (2/3) vote specifically approves the acquisition and determines -
that the acquisition shall not trigger the severance payments; or ‘

+ 'during any two-year penod those individuals who at the begmnmg of this penod
make up the board (“Original Directors”) along with any new directors elected or’
‘appointed during this penod whose election or appomtment resulted from a vacancy
on the board because of the retirement, death, or disability of 4 director and whose

~ election or appointment was approved by a vote of at least two-thirds (2/3) of the

" Original Directors then still on the board, cease for any reason to make up a
majority of the Board.

Under-these agreements, an executive has “good reason” to resign if:
+ there is any proposed reduction in the executive’s base salary; -
» there is any reduction in the executive’s responsibilities or areas of supervision; or

» the executive’s office is relocated outside’ the metropolitan area in" which his or her
office was located immediately prior to the change in control: . « -

401(k) Ret|rement Savings Plan

We adopted a 401 (k) Plan effective January 1, 1994, We 1ntend that this plan, satlsfy
the tax qualification requirements of sections 401 (a), 401 (k) and 401 (m) of the Internal .
Revenue Code of 1986, as amended. All employees, including the executives listed in the
above tables, who are at least 21 years old are eligible to participate in the plan as of the
first day of the calendar quarter following completion of three months of service. The
401 (k)- Plan permits participants to contribute up to a fixed dollar amount of their
compensation, excluding fringe benefits, subject to certain limits set by section 402(g) (1) -
of the Internal Revenue Code, as amended. This limit was $10,500 in 2001. All amounts a
participant defers under the 401 (k) Plan vest immediately in-the participant’s account.
Any contributions we make to participant accounts vest over a four-year period based on °
the participant’s term of service with our Company. Starting January 1, 1997, we began
making “matching contributions” in newly issued shares of our stock equal in value to fifty
percent (50%) of the first six percent (6%) of an employee $ salary contributed to the
employee’s 401 (k) Plan account. :

Employee Share Option and Restricted Share Plans

We have adopted share option and restricted share plans for the benefit of our
employees and certain other individuals who provide value to our Company. All of our
full-time employees, including our executive officers, and certain other individuals, such as
consultants, whose participation the board of directors determines is in our best interests as
a corporation, are eligible to receive options or restricted shares of our stock under our
employee share option and restricted share plans. All unvested options and
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restricted shares held by our employees vest in full upon a “change in control” as
described in the Section entitled “Employment Agreements” beginning on page 30.

Key Person Life Insurance

We own and are the beneficiaries of term life insurance policies each in the amount of
$1,000,000 covering Dr. Smith and Messrs. Jordan and Brennan.

Compensation Committee Interlocks and Insider Participation

Currently, Mr. Bunting, Ms. Greetham and Dr. Thompson serve on the compensation
committee of our board of directors. These individuals served on the compensation
committee during all of 2001 as well. None of these individuals is currently, or was during
2001, one of our officers or employees. In addition, none of theses individuals serves as a
member of the board of directors or on the compensation committee of any company that
has an executive officer serving on our board of directors or its compensation committee.

CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS

We have a three-year consulting agreement with Dr. Snyder that expires in August
2003. Under this agreement, Dr. Snyder provides certain consulting services to us. These
services include, among others, assisting us to recruit scientific staff, advising us as to the
purchase of laboratory equipment and acquisition of new technologies, and participating in
business meetings as our Chief Executive Officer may reasonably request from time to
time. For each of the one-year periods ending on December 31, 1999, 2000 and 2001, we
paid Dr. Snyder $172,500, $213,333, and $223,333 respectively. We paid these amounts. in
equal monthly installments. As mentioned in the section entitled “Directors” Compensa-
tion,” Dr. Snyder also received options to purchase our common stock as a result of his
service as a director.

In January 2002, the Company entered into a severance agreement with Dr. Peter
Suzdak, the Company’s former Senior Vice President of Research & Development,
pursuant to which Dr. Suzdak has been paid an amount equal to his annual base salary at
the time that he resigned from the Company. :

In connection with the sale of 34,129 shares of the our Common Stock in February
1994, to John P. Brennan, our Senior Vice President of Technical Operations,
Mr. Brennan delivered to us a full-recourse note bearing interest of 5.34% annually in the
amount of $60,000.- That note, as amended, was due and payable during February 2002, at
which time we extended the payment date of the note to February 2004. At the time that
the payment date was extended, principal and interest on the note equaled approximately
$85,000.
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INDEPENDENT PUBLIC ACCOUNTANTS

KPMG LLP has been our rndependent auditor since our ir'rception in 1993, and the
Audit Committee has selected KPMG to continue to serve-as our Jindependent auditor in
2002. - '

T

Audit Fees v L .
KPMG billed us $73,000 for professional services provided in connection with the -
audit of our annual financial statements for the year 2001 and the review procedures of the

ﬁnancral statements included in our Forms 10-Q for the year 2001. ‘

Financial Informatlon Systems Design and Implementation Fees .

- KPMG did not perform any financial information systems design or 1mp1ementat1on
services for us dunng the year 2001

All Other Fees Co

KPMG billed us $250,000 for all other professional servies rendered for the year
2001. This amount consists of $107,000 for audit related fees" (e.g:; issuances of letters to
placement agents, review of registration statements and issuance of consents) and
$l43 000 for tax comphance and tax advisory servrces

ca

The audit .committee of the board of directors has consrdered whether the provision of
non-audit services is compatible with maintaining the principal accountant’s independence.
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COMPENSATION COMMITTEE REPORT ON
- EXECUTIVE COMPENSATION

The Compensation Committee of the board is currently comprised of Mr. Bunting,
Ms. Greetham and Dr. Thompson, all of who are outside directors. The Committee is
responstble for overseeing Guilford’s compensation programs for all employees, including
executive officers. For executive officers, the Committee evaluates performance and
determine compensation policies and review specific levels of compensation.

Compensation Philosophy

The goals of our compensation program are to:

+ align employee compensation with Guilford’s business objectives and performance,
and ‘

+ enable Guilford to attract and retain executive officers and other employees who
contribute to Guilford’s long-term success and to motivate them to enhance long-
term stockholder value.

To achieve these goals, the committee:

» compares Guilford’s salary practices with those of other biopharmaceutical
companies with which Guilford competes for talent to ensure that employee salaries
are competitive and adjust employee salaries from time to time as market
conditions warrant;

+ establishes annual incentive opportunities to motivate Guilford employees to achieve
specific short-term operating goals; and

» grants significant equity-based incentives to executives and other employees to
ensure that they are motivated over the long-term to respond to Guilford’s business
challenges and opportunities, as owners and not simply as employees.

In general, we seek to set the components of compensation and total compensation
(that is, base salary, annual incentives and long-term equity-based incentives) to be
competitive with other biopharmaceutical companies that:

* we deem comparable to Guilford in terms of size, stage of development, potential,
target peer group and/or other factors, or

+ compete in the job market for individuals with skills desired by Guilford.

Base Salary. The committee compares the base salary of each executive officer
annually, including those of the executives listed in the “Summary Compensation Table”
on page , against the base salaries paid for similar positions by companies within a
comparison group. The Committee considers a range of salary levels for comparable
positions. Within this range, the Committee considers individual factors it deems
appropriate, including:

+ individual performance,
« level of responsibility, |
* prior experience,

» breadth of knowledge,

* competitive pay practices,
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s the. extent to which' Guilford has achieved its annual corporate ObjCCthCS and

. Gullford s other srgmﬁcant accomphshments dunng the penod under revrew .

From year to year, the relative weighting of the individiial components ‘and the:
corporate performance component ‘may differ from executive to executive, and can be
expected to’ change over t1me as Gu1lford develops as‘a busmess and the 1ndustry evolves

»__,r Lt

_ Based-on the Commrttee s review of the. foregomg factors Gullford was. authonzed to
allocate $136,634 for base salary increases for all of Guilford’s. executives other than its . -
chief executive officer, whose compensanon we discuss below. This amount represents a -
4.8% increase over 2001 base salary levels: Management was “also authorized to-allocate
$814,437 for base salary increases. for -all Guilford: employees as a.group, again excluding
its chief executive officer. This amount represents a 4.6% increase over 2001 base salary
levels.

Annual Incentive. In add1t1on to base salary, Gu1lford oﬁers dlscret1onary cash
bonuses to employees, including executives, as annual incentives to achieve short-term
operating objectives. The:actual incentive award earned.by.any employee depends on- the
extent to. which corporate and individual performance objéctives were-achieved  during the
year.. Guilford’s objectives consist of operating, strategic, -and financial goals that are - "
critical to Guilford’s' fundamental long-term goal of building stockholder.value. - '

After the end of the year, we evaluate the degree to which Guilford has met its goals L
and, in our sole discretion, we establish a pool of. funds available for annual incentive ‘
awards. Individual awards are determined based on Guilford’s overall performance and by
evaluating each participant’s performance against personal and’ corporate objectives. A
port1on of the award pool'is* then allocdteéd based onthe participant’s ‘contributions during -
" the year. Guilford pays'awards i m cash and drstnbutes these bonuses in the ﬁrst quarter

followmg the performance year : o S :

- For 2001 we determmed that Gu11ford met a number of the corporate goals set for
the year, as well as important. additional accomplishments, among them:.. .. = = - ..

. ‘Estabhshed a complete commerc1al operatlons functron cons1stmg of 45 profes- '
sronals 1ncludmg 22 ﬁeld sales representatrves, ) '

. Achreved GLIADEL® Wafer net sales of $20.4 mllhon RS
+ TInitiated Phase T study of LIDOMER™ Microspheres, =~ ™"

» Completed studies.of GPI 1485 in animal models of cogn1t10n ha1r growth and
erectile dysfunctlon

. Completed Phase I studles of GPI 5693 )
+ Completed Phase I stud1es with AQUAVANTM In_]ectlon and

ool

R

* Raised $98.8 million in the capital markets.’ e

Based on this. performance we authorized Guilford ‘management to -allocate $673,836
for annual incentive bonuses for-all of Guilford’s executives other than its chief executive .
officer. - This amount equals 23.9% of the total base ‘salaries of these executives in 2001. We
also authorized Guilford management to-allocate $2,870,062 for annual incentive bonuses.
for all Guilford:employees as a group, again.excluding its-chief executive officer. This
amount equals 11.3% of the total base salaries of these emiployees in 2001.
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Long-Term Incentives. Guilford implements its long-term incentive program-through
its stock option and restricted share plans. The program uses vesting periods (generally
four years) to encourage executives and other full-time, salaried employees to continue in .
the employ of Guilford. Through option grants and restricted share awards, executives
receive significant equity incentives to build long-term stockholder value. Grants are made
at fair market value equal to the closing price of Guilford’s common stock on the trading
date immediately preceding the grant date. Recipients: realize value from these grants only
if Guilford’s stock appreciates over the term of the option. The- Committee looks at the
followmg factors to determine how many optrons to grant

"o the optlon grant practlces of. the compames in a comparison group,

« Guilford’s philosophy of s1gn1ﬁcant1y hnkrng executrve and employee compensatron
-with stockholder interests, S . _

* Guilford’s performance relative to its objectives, and
* Guilford’s other accomphshments during the year.

Based on these faetors in respect of performance in 2001, the Commlttee de01ded to
grant options for a total for 1,283,576 shares of Guilford stock for all eligible employees,
excluding the chief executive officer. Of this amount, the Committee granted:options to
purchase 435,000 shares 'of stock to Guilford’s executives, again -excluding the chief
executive oﬁ"rcer

Chief Executive Ofﬂcer Compensatlon

In July 1993 Dr. Smlth was recruited as Guilford’s first employee and given the
mandate to organize its operations, secure additional financing and, recruit its initial staff. .. :
The Compensatron Committee’s general philosophy in estabhshmg Dr Smith’s salary is -
the same as the compensation philosophy used for establishing the compensatlon of all
other executive officers. In addition, the: Compensation Committee’s approach is to have a
large percentage of Dr. Smith’s target compensation based-on’ ¢ertain performance criteria
and the achievement of corporate goals. Based on Dr. Smith’s leadership of the ¢company,
the Compensation Committee has voted to increase Dr. Smith’s base annual salary. each
year since inception. In light of his performance in 2001, the Compensat1on Committee
increased his base annual salary, awarded him a cash bonus and granted h1m stock options
as follows: S : v ‘

» Base Salary Increase: $40, 000 (to an annual base salary of $540,000, effective
March 1, 2002),

« Cash Bonus: $210,000,

~« Stock Option Grant: 150,000 shares at an exercise price of $8.81 (the closing price
of the stock on the trading day preceding the grant), vesting 25% on the first
anniversary of the grant.date,  and in 36 equal monthly installments thereafter.

Deductibility of Compensation

~Section 162(m) of the Internal Revenue Code limits tax deductions Guilford can take
for annual executive compensation over $1.0 million. There are several exceptions 'to this-.
limitation, including one for qualified performance-based compensation. To.be qualified, -
performance-based compensation must meet various requirements, including shareholder
approval. Under Guilford’s current compensation practices, the limitations of Section
162(m) have no or minimal applicability currently and will not in the near future. We..
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intend to maximize the extent of tax deductibility of executive ‘compensation under the
provisions of Section 162(m) as long as doing so is compatible with our determination as
to the most appropriate methods and approaches for the design and delivery of
compensatlon to execut1ve oﬁicers of Gurlford

Conclusion’ o ’ o | '
In summary, we beheve that through the arrangements we describe above a significant

portion of Guilford’s compensatlon program as well as Dr. Smith’s compensation is
contingent on Guilford’s performance and that the level of benefits is closely. linked to

increases in long-term stockholder value. Guilford remains committed to this philosophy of
~ “pay for performance,” recognrzlng that the competmve market for talented executives and
other employees and the volatility of Guilford’s business may result in highly variable
compensation for'a particular time period. We will continue to monitor closely the -
effectiveness and appropriateness of each of the components: of compensat1on to reflect
changes in Gurlford s. busrness environment. ‘ :

This report is belng prov1ded to Gullford stockholders solely for 1nformat10na1 ‘
purposés. You should not consider this report and the Stock price performance graph that
follows to be “solicifing materials” or to be “filed” with the SEC. It also is not subject to
the SEC’s proxy rules or to the liabilities of Section 18 of the U.S. Securities Exchange
Act of 1934. In addition, the report and the performance graph shall not be deemed to be
incorporated by reference into any prior or subsequent filing by ‘Guilford under the federal
securities laws. 5

COMPENSATION COMMITTEE

A . George L. Bunting, Jr. (Chair)
’ Elizabeth M. Greetham |
W. Leigh Thompson, M.D., Ph. D
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AUDIT COMMITTEE REPORT

The Audit Committee of the Guilford Pharmaceuticals Inc. Board of Directors is
composed of three independent directors and operates under a written charter adopted by
the Board of Directors. The members of the Committee are Ronald M. Nordmann
(Chair), Joseph Klein III and George L. Bunting, Jr. The Committee recommends to the
Board of Directors the selection of the Company’s independent accountants,

" The management of the Company is responsible for the Company’s internal controls
and financial reporting process. KPMG, LLP, the Company’s independent accounting firm,
is responsible for performing an 1ndependent audit of the Company’s financial statements
in accordance with generally accepted auditing standards and to pr0v1de a report thereon.
The Commlttee s responsibility is to monitor and oversee these processes

In connection with this responsibility, the Committee has met and held discussions-
with management and the independent accountants. Management represented to the
Committee that the Company’s consolidated financial statements were prepared in
accordance with generally accepted accounting principles, and the Committee has reviewed
and discussed the consolidated financial statements with management and KPMG. The
Committee has also discussed with KPMG the matters required to be discussed by
Statement on Auditing Standards No. 61 (Communications with Audit Committees).

The Committee has received from KPMG the written disclosures and the letter
required by Independence Standards Board Standard No. 1 (Independence Discussions
with Audit Committees) and has discussed with KPMG its independence.

Based upon the review and discussions referred to above, the Committee recom-
mended to the Board of Directors that the audited financial statements for the year 2001
be included in the Company’s annual report on Form 10-K for the year ended
December 31, 2001, filed with the Securities and Exchange Commission.

AUDIT COMMITTEE

Ronald M. Nordmann (Chair)
Joseph Klein, II1 .
George L. Bunting, Jr.
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STOCK PERFORMANCE CHART

The following graph assumes $100 was invested on June 17, 1994 (the date on which
our stock began to trade publicly) in each of (1) shares of our common stock, (2) the
NASDAQ Stock Market Composite Index, and (3) the BioCentury 100 Index and shows
the comparative returns on these hypothetical investments through December 31, 2001.
We compute total return assuming reinvestment of any dividends. You should not rely on
. historical price performance to indicate future stock performance. :

Guilford Pharmaceuticals Inc.
Stock Performance Chart
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INCLUSION OF STOCKHOLDER PROPOSALS IN 2003
PROXY STATEMENT

In order for stockholder proposals to be considered for inclusion in our proxy
statement for our 2003 annual meeting, our bylaws provide that written notice of the
stockholder proposal must be received by our Corporate Secretary, Nancy J. Linck, at -
6611 Tributary Street, Baltimore, Maryland 21224, at least 45 days before the date on
which we mailed notice of the annual meeting of stockholders and proxy materials for the
previous year’s annual meeting of stockholders. Assuming that next year’s Annual Meeting
is to be held within 30 days of May 14, 2003, in order for a stockholder proposal to be
properly brought before the 2003 Annual Meeting, we need to have received notice of the
proposal no later than February 17, 2003. The deadline for stockholder proposals to be
considered for inclusion in our proxy statement for our 2003 Annual Meeting is
December 4, 2002. Proposals by facsimile will not be accepted.

If our 2003 Annual Meeting is not held within 30 days of May 14, 2003, however, in
order for a stockholder proposal to be properly brought before the 2003 Annual Meeting,
our bylaws provide that we must receive the stockholder’s notice of the proposal no later
than the close of business on the 10th day following the day on which we mail or make
public disclosure of the date of the 2003 Annual Meeting.
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GUILFORD PHARMACEUTICALS INC.
2002 STOCK AWARD AND INCENTIVE PLAN

Guilford Pharmaceuticals Inc., a Delaware corporation (the “Company”), sets forth
herein the terms of its 2002 Stock Award and Incentive Plan (the “Plan”), as follows:

1. PURPOSE

The Plan is intended to enhance the Company’s and its Affiliates’ (as defined herein)
ablhty to attract and retain highly qualified officers, directors, key employees, and other
persons, and to motivate such officers, directors, key employees, and other persons to serve
the Company and its Affiliates and to expend maximum effort to improve the business.
results and earnings of the Company, by provrdlng to such officers, directors, key
employees and other persons an opportunity to acquire or increase a direct propnetary
interest in the operations and future success of thé¢ Company. To this end, the Plan
provides for the grant of stock options, stock appreciation rights, restricted stock, stock
units and dividend equivalent rights. Any of these awards may, but need not, be made as
performance incentives to reward attainment of annual or long-term performance goals in
accordance with the terms hereof. Stock options granted under the Plan rnay be non-
qualified stock optrons or incentive stock 0pt1ons as provrded herein.

2. DEFINITIONS . . L |

For purposes of interpreting the Plan and related documents (1nclud1ng Award
Agreements) the followmg definitions shall apply:

2.1 *“Affiliate” means, with respect to the Company, any company or other trade or
business that controls, is controlled by or is under common control with the Company
within the meaning of Rule 405 of Regulation C under the Secuntles Act, 1nclud1ng,
w1thout limitation, any Subsrdlary '

2.2 “Annual Incentive Award” means an Award made subject to attamment of
performance goals (as described in Section 14) over a performance period of up to one
year (the fiscal year, unless otherwise spemﬁed by the Committee).

2.3 “Award” means a grant of an Optron, Stock Appreciation Right, Restricted
Stock, Stock granted as a bonus or in lieu of another award, Stock Unit or Dividend
Equivalent Rights, other Stock-based Award, Performance Award or Annual Incentlve
Award, together with any related right or interest under the Plan.

2.4 “Award Agreement” means the written agreement between the Company and a
Grantee that evidences and sets out the terms and conditions of an. Award.

2.5 “Benefit Arrangement” shall have the meaning set forth in Section 15 hereof:
2.6 “Board” means the Board of Directors of the Company.

2.7 “Cause” means, as determined by ‘th‘e Board and unless otherwise provided in an
applicable agreement with the Company or an Affiliate, (i) gross negligence or willful
miseonduct in connection with the performance of duties; (ii) conviction of a criminal '
offense (other than minor traffic offenses); or (iii) material breach of any term of any
employmerit, consulting or other services, conﬁdentlahty, intellectual property or nhon-
competition agreements; if any, between the Service Provider and the Company or-an
Affiliate.




2.8 “Code” means the Internal Revenue Code of 1986, as now in effect or as
hereafter amended.

2.9 “Committee” means a committee of, and designated from time to time by
resolution of, the Board, which shall be constituted as provided in Seetion 3.2. *

2.10 “Company” means Guilford Pharmaceuticals Inc. |

2.11 “Corporate Transaction” means (i) the dissolution or liquidation of the
Company or a merger, consolidation, or reorganization of the Company with one or more
other entities in which the Company is not the surviving entity, (ii) a sale of substantially
all of the assets of the Company to another person or entity, or (iii) ‘any traisaction
(including without limitation a merger or reorganization in which the Company is the
surviving entity) which results in any person or entity (other than persons who are
shareholders or Affiliates immediately prior fo the transaction) owning 50% or more of the
combined voting power of all classes of stock’ of the Company

2.12 “Covered Employee” means a Grantee who is a Covered Employee within the
meaning of Section 162(m) (3) of the Code.

2.13  “Disability” means the Grantee is unable to perform each of the essential
duties of such Grantee’s position by reason of a medically determlnable physical or mental
impairment which is potentially permanent in character or which can be expected to last
for a continuous period of not less than 12 months; provided, however, that, with respect to
rules regarding expiration of an Incentive Stock Option following termination of the
Grantee’s Service, Disability shall mean the Grantee is unable to engage in any substantial
gainful activity by reason of a medrcally determinable physical or mental impairment o
which can be expected to result in death or which has lasted or can be expected to last for
a continuous period- 'of not less than 12 'menths. : ‘

2.14 “Dmdend Equwalent” means a right, granted to a,Grantee under Section 13
hereof, to receive cash, Stock, other Awards or other property equal in value to- d1v1dends
paid with respect to a spe01ﬁed number of shares of Stock or other penodlc payments.

2.15" Effective Date” means February 20, 2002, the date the Plan was approved by
the Board. '

2.16 “Exchange Act” means the Secuntres Exchange Act of 1934 as now in eﬁect
or as hereafter amended.

2.17  “Fair Market Value” means the value of a share of Stock, determmed as
follows: if on the Grant Date or other determination date the Stock is listed on an-
established national or regional stock exchange, is admitted to quotation on The Nasdaq
Stock Market, Inc. or is publicly traded on an’established securities market, the Fair
Market Value of a share of Stock shall be the closing price of the Stock ‘on such exchange
or in,such market (if there is more than one such exchange or market the Board shall
determine the appropriate exchange or market) on the Grant Date or such other '
determination date (or if there is no such reported closing price, the Fair Market Value
shall be the mean between the highest bid and lowest asked prices or between the high
and low sale pricés on such trading day) or, if no sale of Stock is reported for such trading
day, on the next preceding day on which any sale shall have been reported. If the Stock is’
not listed on such an exchange, quoted on such system or traded on such a market, Fair
Market Value shall be the value of the Stock as determined by the Board in good faith.

2.18.. “Family Member” means a person who is a spouse, former spouse, child,
stepchild, grandchild, parent, stepparent, grandparent, niece, nephew, mother-in-law, " .

2




father-in-law, son-in-law, daughter-in-law, brother, sister, brother-in-law, or sister-in-law,
including adoptive relationships, of the Grantee, any person sharing the Grantee’s )
household (other than a tenant or employee), a trust in which any one or more of these
persons have more than fifty percent of the beneficial interest, a foundation in which any .
one or more of these persons (or the Grantee) control the management of assets, and any
other entity in which one or more of these persons (or the Grantee) own more than fifty
percent of the voting interests.

2.19 “Grant Date” means, as determined by the Board or authorized Committee,
the latest to occur of (i) the date as of which the Board approves an Award, (ii) the date
on which the recipient of an Award first becomes ehglble to receive an Award under
Section 6 hereof, or (iii) such other date as may be specified by the Board.

220 “Grantee” means a person who receives or holds an Award under the Plan.

221 “Incentive Stock Option” means an “incentive stock option” within the
meaning of Section 422 of the Code, or the corresponding provision of any subsequently
enacted tax statute, as amended from time to time.

2.22 “Non-qualified Stock Option” means an Option that is not an Incentive Stock
Option. T o

2.23 “Option” means an option to purchase one or more shares of Stock pursuant to
the Plan. B ‘

2.24 “Option Price” means the purchase price for each shére of Stock subject to an
Option. : ‘ :
2.25 *“Other Agreement” shall have the meaning set forth in Section 15 hereof.

2.26 “Outside Director” means a member of the Board who is not an officer or
employee of the Company.

2.27 “Performance Award” means an Award made subject to the attainment of
performance goals (as described in Section 14) over a performance period of up to ten
(10) years.

. 2.28 “Plan” means this Guilford Pharmaceuticals Inc. 2002 Stock Avwar‘d' and
Incentive Plan.

2.29 “Preexisting Plans” means the following Company Plans: the 1998 Employee
Share Option and: Restricted Share Plan, as amended, the 1993 Employee Share Option
and Restricted Share, as amended and the Directors’ Stock Option Plan, as amended.

2.30 “Purchase Price” means the purchase price for each share of Stock pursuant to
a grant of Restricted Stock.

231 “Reporting Person” means a person who is required to file reports under
Section 16(a) of the Exchange Act. ,

232 “Restricted Stock” means shares of Stock, awarded to.a Grantee pursuart to
Section 11 hereof.

2.33 “SAR Exercise Price” means the per share exercise price of an SAR granted to
a Grantee under Section 10 hereof. ‘

2.34. “Securities Act” means the Securities Act of 1933, as now in effect or as
hereafter amended. .




2.35 - “Service” means service as an employee, officer, director or other Service
Provider of the Company or an Affiliate. Unless otherwise stated in the applicable Award
Agreement, a Grantee’s change in position or duties shall not result in interrupted or
terminated Service, so long as such Grantee continues to be an employee, officer, director
or other Service Provider of the Company or an Afliliate. Subject to the preceding
sentence, whether a termination of Service shall have occurred for purposes of the Plan
shall be determined by the Board, which determination shall be final, binding and
conclusive.

2.36 “Service Provider” means an employee, officer or director of the Company or

an Affiliate, or a consultant or adviser currently providing services to the Company or an
Affiliate. : '

2.37 “Stock” means the common stock, par value $.01 per share, of the Company.

2.38 “Stock Appreciation Right” or “SAR” means a right granted to a Grantee
under Section 10 hereof. '

2.39 “Stock Unit” means a bookkeeping entry representing the equivalent of shares
of Stock, awarded to a Grantee pursuant to Section 11 hereof.

240 “Subsidiary” means any “subsidiary corporation” of the Company within the
meaning of Section 424(f) of the Code.

2.41 “Termination Date” means the date upon which an Option shall terminate or
expire, as set forth in Section 8.3 hereof.

2.42 “Ten Percent Stockholder” means an individual who owns more than ten
percent (10%) of the total combined voting power of all classes of outstanding stock of the
Company, its parent or any of its Subsidiaries. In determining stock ownership, the
attribution rules of Section 424(d) of the Code shall be applied.

3. ADMINISTRATION OF THE PLAN
3.1. Board.

The Board shall have such powers and authorities related to the administration of the
Plan as are consistent with the Company’s certificate of incorporation and by-laws and
applicable law. The Board shall have full power and authority to take all actions and to
make all determinations required or provided for under the Plan, any Award or any Award
Agreement, and shall have full power and authority to take all-such other actions and
make all such other determinations not inconsistent with the specific terms and provisions
of the Plan that the Board deems to be necessary or appropriate to the administration of
the Plan, any Award or any Award Agreement. All such actions and determinations shall
be by the affirmative vote of a majority of the members of the Board present at a meeting
or by unanimous consent of the Board executed in writing in accordance with the
Company’s certificate of incorporation and by-laws and applicable law. The interpretation
and construction by the Board of any provision of the Plan, any Award or any Award
Agreement shall be final and conclusive.

3.2. Committee.

The Board from time to time may delegate to' the Committee such powers and
authorities related to the administration and implementation of the Plan, as set forth in"
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Section 3.1 above and other applicable provisions, as the Board shall determine, consistent
with the certificate of incorporation and by-laws of the Company and applicable law.

(i) Except as provided in Subsection (ii) and except as the Board may otherwise
determine, the Comnmittee, if any, appointed by the Board to administer the Plan shall
consist of two or more Outside Directors of the Company who: (a) qualify as “outside
directors” within the meaning of Section 162(m) of the Code and who (b) meet such
other requirements as may be established from time to tirhe by the Securities and
Exchange Commission for plans intended to qualify for exempnon under Rule 16b-3
(or its successor) under the Exchange Act.

(ii) The Board may also appoint one or more separate committees of the Board,
each composed of one or more directors of the Company who need not be Outside
Directors, who may administer the Plan with.respect to employees or other- Service.
Providers who are not officers or directors of the Company, may grant Awards under
the Plan to such employees or other Service Providers, and may determine all terms
of such Awards.

In the event that the Plan, any Award or any Award Agreement entered into hereunder
provides for -any action to be taken by or determination to be made by the Board, such
action may be taken or such determination may be made by the Committee if the power
and authority to do so has been delegated to the Committee by the Board as provided for
in this Section. Unless otherwise expressly determined by the Board, any such action or
determination by the Committee shall be final, binding and conclusive. To the extent
permitted by law, the Committee may delegate its authority under the Plan to a member
of the Board '

3.3. Terms of Awards.

Subject to the other terms and conditions of the Plan, the Board shall have full and
final authority to:

(i) designate Grantees,
(ii)‘ determine the type or types of Awards to be made to a Grantee,
(iii) determine the number of shares of Stock to be subject to an Award,

(iv) .establish the terms and conditions of each Award (including, but not
limited to, the.exercise price of any Option, the nature and duration of any restriction
or condition (or provision for lapse thereof) relating to the vesting, exercise, transfer,
or forfeiture of an Award or the shares of Stock subject thereto, and any terms or
conditions that may be necessary to qualify Options as Incentive Stock Options),

(v) prescnbe the form of each Award Agreement ev1dencmg an Award, and

(v1) amend modlfy, or supplement the terms of any outstandmg Award. Such
authority specifically includes the authority, in order to effectuate the purposes of the
Plan but without amending the. Plan, to modify Awards to eligible individuals who are
foreigh nationals or are individuals who are employed outside the United States to
recognize differences in local law, tax policy, or custom. :

As a condition to any subsequent Award, the Board shall have the right, at its
discretion, to require Grantees to return to the Company Awards previously made under
the Plan. Subject to the terms and conditions of the Plan, any such new Award shall be
upen such terms and conditions as are specified by the Board at the time the new Award
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is made. The Board shall have the right, in its discretion, to make Awards in substitution.
or exchange for any other award under another plan of the Company, any Affiliate, or any
business entity to be acquired by the Company or an Affiliate. The Company may retain
the right in an Award Agreement to cause a forfeiture of the gain realized by a Grantee on
account of actions taken by the Grantee in violation or breach of or in conflict with any
non-competition agreement, any agreement prohibiting solicitation of employees or clients
of the Company or any Affiliate thereof or any confidentiality obligation with respect to the
Company or any Affiliate thereof or otherwise in competition with the Company or any
Affiliate thereof, to the extent specified in such Award Agreement applicable to the
Grantee. Furthermore, the Company may annul an Award if the Grantee is an employee
of the Company or an Affiliate thereof and is terminated for Cause as defined in the
applicable Award Agreement or the Plan, as applicable. The grant of any Award shall be
contingent upon the Grantee executing the appropriate Award Agreement. :

3.4. Deferral Arrangement.

The Board may permit or require the deferral of any Award into a deferred
compensation arrangement, subject to such rules and procedures as it may establish, which
may include provisions for the payment or crediting of interest or dividend equivalents,
including converting such credits into deferred Stock equivalents and restricting deferrals to
comply with hardship distribution rules affecting 401 (k) plans.

3.5. - No Liability.

No member of the Board or of the Committee shall be liable for any action or
determination made in good faith with respect to the Plan or any Award or Awar
Agreement. ‘

4., STOCK SUBJECT TO THE PLAN
4.1. Overall Number of Shares Available for Delivery.

Subject to adjustment as provided in Section 17 hereof, the number of shares of Stock
available for issuance under the Plan shall be Eight Hundred Seventy Four Thousand Six
Hundred and Two (874,602), plus 4.9% of the number of shares issued or delivered by the
Company during the term of the Plan other than issuances or deliveries under the Plan or
other incentive compensation plans of the Company; provided, however, that the total
number of shares with respect to which ISOs may be granted shall not exceed Five
Hundred Thousand (500,000); and provided further, that the total number of shares which
may be issued and delivered in connection with Awards other than Options and SARs shall
not exceed Five Hundred Thousand (500,000). Stock issued or to be issued under the Plan
shall be authorized but unissued shares; or, to the extent permitted by applicable law, issued
shares that have been reacquired by the Company and are held as treasury shares.

4.2, Shares Available for Future Grants.

~ Shares subject to an Award or an award under the Pre-existing Plans that is
cancelled, expired, forfeited, settled in cash or otherwise terminated without a delivery of
shares to the Grantee will again be available for Awards, and shares withheld in payment
of the exercise price or taxes relating to an Award or Preexisting Plan award shall be
deemed to constitute shares not delivered to the Grantee and shall be deemed to again be
available for Awards under the Plan. In addition, any Award granted in assumption of or
in substitution for an award of a company or business acquired by the Company shall not
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be counted:against the:number of shares reserved under the Plan. This Section 4.2 shall
apply to the number of shares reserved and available for ISOs only to the extent consistent
wrth apphcable regulatlons relatmg to ISOs under the Code R :

Bt

5. EFFECTIVE DATE DURATION AND AMENDMENTS
5.1.. Effectlve Date. = . S S

The Plan shall be effective as of the Effective Date, subject to approval of the Plan by
the Company’s stockholders-within one year of the Effective. Date. Upon approval of the
~ Plan by the stockholders of the.-Company as set forth above, all Awards made under the:
Plan on or after the Effectivé Date shall be fully.effective as if the stockholders of the
Company had approved the Plan on the Effective Date. If the stockholders fail to approve
the Plan within one year after the Effectlve Date any Awards made hereunder shaIl be
null and vord and of no eﬂect '

5.2 Terrnr '
The Plan shall terminate automatically ten (10) vyears after its adoption by the Board
and may be terminated on any earlier date as provided in Section 5.3. «

5.3. Amendment and Termination of the Plan " -

' The Board may, at any time and from time to time, amend, suspend, or terminate the
Plan as to any shares of Stock as to which’ Awards have not been made. An amendment
shall ‘be contingent on approval of the Company’s stockholders to the extent stated by the,
Board or required by apphcable law. No Awards shall be made ‘after termination of the o
Plan. No amendment suspension, or termmatron of thé Plan shall, without the consent of
the Grantee 1mpa1r rrghts or obhgatlons under any Award theretofore awarded under the ,
Plan.” ‘

6. AWARD ELIGIBILITY AND LIMITATIONS

6.1. Company or SubS|d|ary Employees, Serwce Prowders Other Persons

Subject to-this. Sectlon 6, Awards may be made under the Plan to: (i) any employee
of, or:other Service Provider to, the Company or of any Affiliate, including any such -
employee or other Service:Provider who is an .officer or director of the Company, or of any
Affiliate, as the Board shall determine and designate from time to time,: (ii) any Outside -
Director, and- (iii) any other individual whose participdtion in the Plan is determined to be
in the best interests of the~Company by the Board. . o .

62 Successwe Awards _

R

An’ ehglble person may receive more than one Award subject to such restrictions as
are provrded hereln o : r . o '




6.3. Limitation on Shares of Stock Subject to Awards and Cash Awards.

During any time when the Company has a class of equity sécurity registered under
Section 12 of the Exchange Act, but only after such time as the reliance period described
in Treas. Reg. Section 1.162-27(f) (2) has expired:

(i) the maximum number of shares of Stock subject to Options that can be
awarded under the Plan to any person eligible for an Award under Section 6 hereof is
Five Hundred Thousand (500,000) per year; :

(ii) the maximum number of shares that can be awarded under the Plan, other
_ than pursuant to an Option to any person eligible for an Award under Section 6
hereof is Five Hundred Thousand (500,000) per year; and

(iii) the maximum amount that may be earned as an Annual Incentive Award or
other cash Award in any fiscal year by any one Grantee shall be Two Million Dollars
($2,000,000) and the maximum amount that may be earned as a Performance Award
or other cash Award in respect of a performance period by any one Grantee shall be
Two Million Dollars ($2,000,000). '

The preceding limitations in this Section 6.3 are subject to adjustment as provided in
Section 17 hereof. :

6.4. Limitations on Incentive Stock Options.

An Option shall constitute an Incentive Stock Option only (i) if the Grantee of such
Option is an employee of the Company or any Subsidiary of the Company; (ii) to the
extent specifically provided in the related Award Agreement; and (iii) to the extent that
the aggregate Fair Market Value (determined at the time the Option is granted) of the
shares of Stock with respect to which all Incentive Stock Options held by such Grantee
become exercisable for the first time during any calendar year (under the Plan and all
other plans of the Grantee’s employer and its Affiliates) does not exceed $100,000. This
limitation shall be applied by taking Options into account in the order in which they were
granted.

6.5. Stand-Alone, Ad_ditional, Tandem, and Substitute Awards

Awards granted under the Plan may, in the discretion of the Board, be granted either
alone or in addition to, -in tandem with, or in substitution or exchange for, any other Award
or any award granted under another plan of the Company, any Affiliate, or any business
entity to be acquired by the Company or an Affiliate, or any other right of a Grantee to
receive payment from the Company or any Affiliate. Such additional, tandem, and
substitute or exchange Awards may be granted at any time. If an Award is granted in
substitution or exchange for another Award, the Board shall require the surrender of such
other Award in consideration for the grant of the new Award. In addition, Awards may be
granted in lieu of cash compensation, including in lieu of cash amounts payable under
other plans of the Company or any Affiliate, in which the value of Stock subject to the
Award is equivalent in value to the cash compensation (for example, Stock Units or
Restricted Stock), or in which the Option Price, grant price or purchase price of the
Award in the nature of a right that may be exercised is equal to the Fair Market Value of
the underlying Stock minus the value of the cash compensation surrendered (for example,
Options granted with an Option Price “discounted” by the amount of the cash
compensation surrendered).




7. AWARD AGREEMENT - - - ceew

Each Award granted pursuant to the Plan shall be evidenced by an’ Award =~
Agreement, in such form or forms as the Board shall from time to time determine. Award
Agreements granted from time to time or at the same time need not contain similar -
provisions but shall be consistent with the terms of the Plan, Each Award Agreement
evidencing an ‘Award of Optrons shall spemfy whether such Options are intended to be
Non- quahﬁed Stock Optlons or Incentive Stock Optrons and in the absence of such '
specrﬁcanon such optlons ‘shall be deemed Non- quahﬁed Stock Optlons N o c

8. TERMS AND CONDITIONS OF OPTIONS
~ 8.1. Option Price

The Option Price of each Option’ shall be fixed by the Board and stated in the Award
Agreement evrdencmg such Option. The Option Price of each Option shall be at least the
Fair Market Value on the Grant Date of a share of Stock; provided, however, that in thé -
event that a Grantee is'a Ten Percent Stockholder, the Option Pricé of an Option granted
to such Grantee that is intended to be an Incentive Stock Option shall be not less than ~
110 percent of the Fair* Market Value of 2 share of Stock on the Grant Date. In no case
shall the Optron Pnce of any Optlon be less than the par Value ofd share of Stock

8.2 Vestlng

Subject to Sections 8 3 and 17 3 hereof each Optlon granted under the Plan shall
become exercisable at such times and under such conditions as shall be determined by the
Board and stated in the Award Agreement. For purposes of this Section 8.2, fractional
numbers. of shares of Stock. subject.to an Option:shall be rounded down to the next nearest
whole number. The Board: may provide, for example, in the Award -Agreement for . -
(1) accelerated exercisability of the Option in the event-the Grantee’s Service terminates
on account of death, Disability or another event, (ii) expiration of the-Option prior to its
term in'the event of the termination of the Grantee’s Service, " (iii) immediate forfeiture of .
the Option in the event the Grantee’s Service is terminated for.Cause or (iv) unvested
Options to be exercised subject to the Company’s right of repurchase with respect to
unvested shares of Stock. No Option shall be exercisable in whole or in part prior to the
date the Plan is approved by the Stockholders of the Company as provided i in Sectlon 5.1
hereof

8.3, Term. ‘ o v S ey

Each Option granted under the Plan shall terminate, and all rights to purchase shares
- of Stock thereunder shall cease, upon the expiration of ten years from the date such
'Option is granted, or under such circumstances and on such daté“pn'"o‘r‘ thereto as is set
forth in the Plan or as may be fixed by the Board and stated in the. Award Agreement
relating to such Optron (the “Terrnlnatlon Date ; provzded however that in the event
that the Grantee is a Ten Percent Stockholder an Option” granted to siich Grantee that is
intended to be an Incentive Stock Optlon shall not, be exercrsable after the explratron of
five years from its Grant Date '

R e

8 3, Termmatlon of Servnce

Each Award Agreement shall set forth the extent to Wthh the Grantee shall have the
right to:exercise the Option.followinig termination of the Grantee’s- Service. Such provisions
- shall be determined in the sole discretion of the Board, need not be uniform:among all -
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Options issued pursuant to the Plan, and may reflect distinctions based on-the réasons for
termination of Service.

8.5. . Limitations on Exercise of Option

Notwithstanding any other provrslon of the Plan, m no event may any Optlon be
exercised, in whole or in part, prior to the date the Plan is approved by the stockholders of
the Company as provided herein, or aftér ten years following the Grant Date, of after the
occurrence of an event referred to in Section 17 hereof which resuits in termination of the
Option.

8.6. Method of Exerclse

An Optlon that is exer01sable may be exerc1sed by the Grantee S dehvery to the
Company of written notice of exercise on any business day, at the Company S prmcrpal ‘
office, on the form specrﬁed by the Company. Such: notice shall specify. the number of
shares of Stock with respect to which the Opt1on is being exerc1sed and shall be
accompanied by payment in full of the Option Price of the shares for which the Option is
being exercised: The minimum number of shares of Stock with respect to. Wthh an Optron
may be exercised, in whole or in part, at any time shall be the lesser of (i) 100 shares or
such lesser number set forth in the applicable Award Agreement and (ii) the maximum
number of shares avarlable for purchase under the Optlon at the time of exercise.

8. 7 nghts of Holders of Optlons

Unless otherwise stated in the apphcable Award Agreement an 1nd1v1dual holdmg or
exercising an Option shall have none of the rights of a stockholder (for example, the right
to recéive cash or dividénd payments or distributions attributable to' the subject shares of
Stock-or to direct-the voting of the subject shares of Stock ) until the shares of Stock
covered thereby are fully paid and issued to him. Except as provided in Section 17 hereof,
no adjustment shall‘be made. for dividends, distributions-or other rights for-which’ the-
record date is prior to the date of such issuance. :

8.8. Delivery of Stock Certificates.

Promptly after the exercise of an Option by a Grantee and the payment in full of the
Option Price, such Grantee shall be entitled to the issuance of a stock certificate or
certificates evidencing his or her ownership of the shares of Stock subject to the Option.

8.9. Reloaci Options. - |

At the d1scret1on of the Board and subject: to such restrictions, terms and conditions
as the Board may estabhsh Options granted under the Plan may include a “reload” "
feature pursuant to which a Grantee exercising an Optlon by the delivery of a number of
shares of Stock in accordance with Section 8.6 hercof would automatlcally be granted an
additional Option (with an Option Price equal to the Fair Market Value of the Stock on
the date the additional Option is granted and with such other terms as the Board may
provide) to purchase that number of shares of Stock equal to the number delivered to
exercise the original Option with an Option term equal.to the remainder of the -original
Option term unless the Board otherwise determines in the Optlon Award Agreement for
the original grant. ‘ :
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9. TRANSFERABILITY OF OPTIONS -
9.1. Transferability of Options

Except as provided in Section 9.2, during the lifetime of a Grantee, only the Grantee
(or, in the event of legal incapacity or incompetency, the Grantee’s guardian or legal
representative) may exercise an Option. Except as provided in- Section 9.2, no Option shall
be assignable or transferable by the Grantee to whom it is granted, other than by will or
the laws of descent and distribution.

-9.2. Family Transfers.

If authorized in the applicable Award Agreement, a Grantee may transfer, not for
value, all or part’of an Option which is not an Incentive Stock Option to any Family -
Member. For the purpose of this Séction 9.2, a “not for value’ transfer is a transfer which
is (i) a gift, (ii) a transfer under a domestic relations order in settlement of marital
property rights; or (iii) a transfer to an entity in which more than fifty percent of the
voting interests are owned by Family Members (or the Grantee) in exchange for an
interest in that entity. Following a transfer under this Section 9.2, any such Option shall
continue to be subject to the same terms and conditions as were applicable immediately
prior to transfer. Subsequent transfers of transferred Options are prohibited except to
Family Members of the original Grantee in accordance with this Section 9.2 or by will or -
the laws of descent and distribution. The events of termination of Service of Section 8.4
hereof shall continue to be applied with respect to the original Grantee, following which
the Option shall be exercisable by the transferee only to the extent, and for the periods
specified, in Section 8.4.

10. STOCK APPRECIATlON RIGHTS

"The Board is authorized to grant Stock Appreciation Rrghts (“SARs”) to Grantees
on the following terms and conditions:

10.1. Right to Payment.

A SAR shall confer on the Grantee to whom it is granted a right to receive, upon
exercise thereof the excess of (A) the Farr Market Value of one share of Stock on the
date of exercise over (B) the grant price of the SAR as determined by the Board. The
Award Agreement for an SAR shall specify the grant price of the SAR, which may be
fixed at the Fair Market Value of a share of Stock on the date of grant or may vary in
accordance with a predetermined formula while the SAR is outstanding. -

10.2. Q't‘he‘r' Terms.

The Board shall determine at the date of grant or thereafter, the time or times at
which and the circumstances under which a SAR may be exercised in whole or in part
(including based on achievement of performance goals and/or future service require-
ments), the time or times at which SARs shall cease to be or become exercisable
following termination of Service or upon-other conditions, the method of exercise, method -
of settlement, form of consideration payable in seitlement, method by or forms in which
Stock will be delivered or deemed to be delivered to Grantees, whether or not a SAR shall
be in. tandem or in combination with any other Award, and-any other terms and conditions
of any SAR.
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11. BONUS STOCK, RESTRICTED STOCK AND STOCK UNITS
11.1. Bonus Stock and Awards in Lieu of Obligations.

The Board may from time to time grant stock as a bonus, or to grant Stock or other
Awards in lieu of obligations of the Company to pay cash or deliver other property under
the Plan or under other plans or compensatory arrangemcnts subject to such terms as
shall be determined by the Board.

11.2. Grant of Restricted Stock or Stock Units.

The Board may from time to time grant Restricted Stock or Stock Units to persons
eligible to receive Awards under Section 6 hereof, subject to such restrictions,; conditions
and other terms, if any, as the Board may determine. Awards of Restricted Stock may be.
made for no consideration (other than par value of the shares which is deemed paid by-.
Services already rendered). :

11.3. Restrictions.

At the time a grant of Restricted Stock or Stock Units is made the Board may, in 1ts
sole discretion, establish a period of time (a “restricted period”) apphcable to such -
Restricted Stock or Stock Units. Each Award of Restricted Stock or Stock Units may be
subject to a different restricted period. The Board may, in its sole discretion, at the time a
grant of Restricted Stock or Stock Units is made, prescribe restrictions in addition to or
other than the expiration of the restricted period, including the satisfaction of corporate or
individual performance objectives, which may be applicable to all or any portion of the
Restricted Stock or Stock Units in accordance with Section 14.1 and 14.2. Neither
Restricted Stock nor Stock Units may be sold, transferred, assigned, pledged or otherwise
encumbered or disposed of during the restricted period or prior to the satisfaction of any
other restrictions prescribed by the Board with respect to such Restricted Stock or Stock
Units.

11.4. Restricted Stock Certificates.

The Company shall issue, in the name of each Grantee to whom Restricted Stock has
been granted, stock certificates representing the total number of shares of Restncted Stock
granted to the Grantee, as soon as reasonably practicable after the Grant Date. The Board
may provide in an Award Agreement that either (i) the Secretary of the Company shall
hold such certificates for the Grantee’s benefit until such time as the Restricted Stock is
forfeited to the Company or the restrictions lapse, or (ii) such certificates shall be
delivered to the Grantee, provided, however, that such certificates shall bear a legend or
legends that comply with the applicable securities laws and regulations and makes
appropriate reference to the restrictions imposed under the Plan and the Award
Agreement.

11.5. Rights of Holders of Restricted Stock.

Unless the Board otherwise provides in an Award Agreement, holders of Restricted
Stock shall have the right to vote such Stock and the right to receive any dividends:
declared or paid with respect to such Stock. The Board may provide that any dividends
paid on Restricted Stock must be reinvested in shares of Stock, which may or may not be
subject to the same vesting conditions and restrictions applicable to such Restricted Stock.
All distributions, if any, received by a Grantee with respect to Restricted Stock as a result
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of any stock split, stock dividend, combination of shares, or other similar transaction shall
be subject to the restrictions applicable to the original Grant.

11.6. Rights of Holders of Stock Units.
11.6.1. Voting and Dividend Rights.

Unless the Board otherwise provides in an Award Agreement, holders of Stock Units
shall have no rights as stockholders of the Company. The Board may provide in an Award
Agreement evidencing a grant of Stock Units that the holder of such Stock Units shall be
entitled to receive, upon the Company’s payment of a cash dividend on its outstanding
Stock, a cash payment for each Stock Unit held equal to the per-share dividend paid on
the Stock. Such, Award Agreement may also provide that such cash payment will be
deemed remvested in additional Stock Units at a price per unit equal to the Fair Market
Value of a share of Stock on the date that such d1v1dend is paid.

11.6.2. Creditor’s Rights.

A holder of Stock Units shall have no rights other than those of a general creditor of
the Company. Stock Units represent an unfundéd and unsecured obligation of the
Company, subject to the terms and condltlons of the applicable Award Agreement

17 ~ Termination of Service.

Unless the Board otherwise provides in an Award Agreement or in writing after the
Award Agreement is issued, upon the termination of a Grantee’s Service, any Restricted
Stock or Stock Units held by such Grantee that have not vested, or with respect to which
all applicable restrictions and conditions have not lapsed, shall immediately be deemed
forfeited. Upon forfeiture of Restricted Stock or Stock Units, the Grantee shall have no -
further rights with- respect to such Award, including but not limited to any right to vote
- Restricted ‘Stock or any right to receive d1v1dends w1th respect to shares of Restncted
Stock or Stock Umts

- 11.8. ' Purchase of Restricted ‘Stock.

The Grantee shall be required, to the extent required by applicable law, to purchase
the Restricted Stock from the Company at a Purchase Price equal to the greater of (i) the
aggregate par value of the shares of Stock represented by such Restricted Stock or (ii) the
Purchase Price, if any, specified in the Award Agreement relating to such Restncted o
Stock. The Purchase Price shall be payable in a form described in Section 12 or, in the
discretion of the Board, in consideration for past Serv1ces rendered to the Company or an
Affiliate.

11.9. Delivery of Stock.

Upon the expiration or termination of any restricted périod and-the satisfaction of any
other conditions prescribed by the-Board, the restrictions applicable to shares of Restricted
Stock or Stock Units settled in ‘Stock shall lapse, and, unless otherwise provided in the
Award Agreement, a stock certificate for such shares shall be delivered, free of all such
restrictions, to the Grantee or the Grantee’s beneficiary or estate, as the case may be.
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12. FORM OF PAYMENT FOR OPTIONS AND RESTRICTED STOCK
12.1. General Rule. ’

Payment of the Option Price for the shares purchased pursuant to the exercise of an
Option or the Purchase Price for Restricted Stock shall be made in cash or in cash
equivalents acceptable to the Company.

12.2. Surrender of Stock.

To the extent the Award Agreement so provides, payment of the Option Price for
shares purchased pursuant to the exercise of an Option or the Purchase Price for
Restricted Stock may be made all or in part through the tender to the Company of shares
of Stock, which shares, if acquired from the Company, shall have been held for at least six
months at the time of tender and which shall be valued, for purposes of determining the
extent to which the Option Price or Purchase Price has been paid thereby, at their Fair
Market Value on the date of exercise.

12.3. Cashless Exercise.

With respect to an Option only (and not with respect to Restricted Stock), to the
extent the Award Agreement so provides, payment of the Option Price for shares
purchased pursuant to the exercise of an Option may be made all or in part by delivery
(on a form acceptable to the Board) of an irrevocable direction to a licensed securities
broker acceptable to the Company to sell shares of Stock and to deliver all or part of the
sales proceeds to the Company in payment of the Option Price and any withholding taxes
described in Section 19.3.

12.4. Promissory Note.

To the extent the Award Agreement so provides, payment of the Option Price for
shares purchased pursuant to the exercise of an Option or the Purchase Price for
Restricted Stock may be made all or in part with a full recourse promissory note executed
by the Grantee. The interest rate and other terms and conditions of such.note shall be
determined by the Board. The Board may require that the Grantee pledge the Stock
subject to the Award for the purpose of securing payment of the note. Unless the Board
determines otherwise, the stock certificate(s) representing the Stock shall not be released
to the Grantee until such note is paid in full.

12.5. Other Forms of Payment.

To the extent the Award Agreement so provides, payment of the Option Price for
shares purchased pursuant to exercise of an Option or the Purchase Price for Restricted
Stock may be made in any other form that is consistent with applicable laws, regulations
and rules. ‘

13. DIVIDEND EQUIVALENT RIGHTS
13.1. Dividend Equivalent Rights.

A Dividend Equivalent Right is an Award entitling the recipient to receive credits
based on cash distributions that would have been paid on the shares of Stock specified in
the Dividend Equivalent Right (or other award to which it relates)-if such shares had been
issued to and held by the recipient. A Dividend Equivalent Right may be granted
hereunder to any Grantee as a component of another Award or as a freestanding award.
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The terms ard conditions of Dividend Equivalent Rights shall:be: specified:inthe grant:
Dividend Equivalents crédited to the holder.of a Dividend Equivalént Right may be paid-
currently -or may be deemed to be reinvested in additional shares of Stock,which may.
thereafter accrue additional equivalents. Any such reinvestment shall-be at Fair Market:
Value on the date of reinvestment. Dividend Equivalent Rights'may be settled in cash or -
Stock or a combination theréof, in a single installment or installments, all. determined in . -
the sole discretion of the Board. A Dividend Equivalent Right granted as a component.of ™
another Award may provide that such Dividend Equivalent Right shall be settled upon
exercise, settlement, or payment of, or lapse of restrictions on, such other award; and that
such Dividend Equivalent Right shall expire or be forferted or annulled under the same
condltlons as’ such other award. A D1v1dend Equlvalent Right granted as'a component of .
another Award may also contaln terms and condmons dlfferent from such other award

B T T S I

13.2. Termmatlon of Servrce

. Except as may- otherw13e be provrded by thenBoard erther in the Award‘ Agreement or’
in wntmg after the Award Agreeément-is issued;-a Grantee’s rights in:all Dividend
Equivalent Rights or interest equrvalents shall automatlcally terminate upon the Grantee $.

termlnatlon of Serv1ce for any reason I

¥ ‘.r.- * o . L. e

14. PERFORMANCE AND ANNUAL |NCENT|VE AWARDS
14.1. Performance Condltlons )

The nght of a Grantee o exercise or.receive.a grant or settlement of any Award and
the timing thereof, may be subject to such performance conditions as may be specified by
the Board. The Board may use-such business criteria and other measures of -performance
as it may deem appropriate in estabhshlng any performance conditions, and may exercise
its discretion to reduce the amounts payable under any Award subject to performance ,
condltrons except ‘as limited under Sectlons 14.2 hereof in the case of a Performance “ ‘
Award or Annual Incentive Award intended to qualify’ urider Code. Sectlon 162(m) If and
to the extent required under Code Section 162(m), any power or authonty relatrng toa'
Performance Award or Annual Incentive Award intended to qualify under Code,

Section 162(m) shall be exercised by the Commlttee and not the Board. "~
' - S
14. 2 Performance or Annual Incentlve Awards Granted to. Desrgnated
Covered Employees S

If and to the extent that the Committee determines that a Performance. or Annual
Incentive Award to be granted to a Grantee who is designated by the Commrttee as likely
to be a Covered Employee should qualify as ‘‘performance-based compénsation” for
purposes of Code Section 162 (m); the grant, exercise and/or settlement of such
Performance or Annual Incentive Awdrd.shall be: contingent upon achievement of pre-

estabhshed performance goals and other terms set forth in this Section 14.2,

u)- - ) . Lo

.14, 2-1 Performance Goals Generally ‘ P

The performance goals for such Performance or Annual Incentrve Awards shall ‘
consist of one or more business criteria and a targeted level or levels of performance with~
respect to each of such criteria, as specified by the Committee congsistent with this.

Section 14.2, Performance goals shall be objective and shall otherwise meet the
requirements of Code: Section 162(m) and regulations thereunder _including the require-
ment that the level or levels of performance targeted by the Committee result in the
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rights, payments, or benefits to or for the Grantee . under any Other Agreement or any- |~
Benefit Arrangement would cause the Grantee to be considered to have received a
Parachute Payment. under this Plan that would have the effect of decreasing the after-tax -
amount received by the Grantee as described in clause (ii) of the preceding sentence, then
the Grantee shall have the right, in the Grantee’s sole discretion, to designate those nghts
payments, or benefits under this Plan, any Other Agreements, and any Benefit .
Arrangements that should be reduced or eliminated so as to avoid having the payment or
benefit to the-Grantee under this Plan be deemed-to be.a Parachute Payment,

16. RE-QUIREMENTS OF LAW
16.1. Gene;ra,li

The Company shall not be required to sell or issue any shares of Stock under any
Award if the sale or issuance of suich shares would constitute -a violation by the Grantée,
any other individual exercising an Option, or the Company of any provision of any law or-
regulation of ‘any governmental authority, including without limitation any federal or state
securities laws or regulations. If at any time the €ompany shall determiine, in'its d1scretlon
that the listing, registration or-qualification of any shares subjéct to an Award upon any"
securities exchange or under any governmental regulatory body is necessary or desirable as
a condition of, or in”connection’ with, the issuance or purchase of shares hereunder, no "
shares of Stock may be issued or 'sold to the Grantee or any othér individual éxercising’ ani
Option pursuant to such- Award unless such hstmg, registration, -qualification,- consent of
approval shall have been-effected or obtained free of any conditions not acceptable to thé ’
Company, andany delay caused thereby shall in no way affect the date of termination of -
the Award. Specifically, in connection with the Seécurities Act, upon the exercise of any- -
Option or the delivery of any shares of Stock underlying an Award, unless-a registration: *
statement under such Act is in effect with respect to the shares of Stock covered by such
Award, the Company shall not be required to sell or issue such shares unless'the Board - .
has received evidence satisfactory to it that the Grantee or any other individual exercising
an Option may acquiré such 'shares pursuant to-an exemption from registration under the
Securities Act.'Any determination in this connection by the Board shall be final, binding, -
and contlusive: The ‘Company may, but shall in no event be obligated to, register any ‘
securities covered hereby pursuant to the Securities ‘Act. The Company shall not be =+ -
obligated 'to take any -affirmative action in order to cause the exercise of an Option' or the’
issuance of shares of Stock pursuant to the Plan to comply with any-law or regulatlon of -
any governmental authonty As to any jurisdiction that expressly imposes thé requirement
that an Option shall not be exercisable until the shares of Stock covered by such Optlon
are reglstered or are exempt from reg1strat10n the exercise of such Opt10n (under -~
circumstances in which the laws of such Junsdlcuon apply) shall be deemed condmoned -
upon the eﬁectlveness of such reg1strat1on or the avallablhty of such an exemptlon S

16. 2 Rule 16b 3

During any time when the Company has a class of equlty security reg1stered under a
Section 12 of the.Exchange Act, it is ‘the intent of the Company that Awards pursuant to:
the Plan and the exercise of Options granted hereunder will- qualify for the exemption'
provided by Rule 16b-3 under the Exchange Act. To the extent that any provision of the -
Plan or action by the Board doés not comply with the requirements of Rule 16b-3; it shall
be:deemed inoperative to the extent permitted by law- and deemed advisable by the Board,
and shall not -affect the validity of the Plan. In the event that Rule 16b-3.is revised or
replaced, the Board may exercise its discretion to- modify this Plan in. any respect necessary
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to satisfy the requirements of, or to take advantage of any features ‘of; the revised.
exemptlon or 1ts replacement

17. EFFECT OF CHANGES IN CAP|TAL|ZAT|ON ,
171 Changes in Stock. .. o

If thé number of outstandmg shares of Stock is increased | or ‘decreased or'the shares
of Stock are changed-into or exchanged for a different ‘nurnber-or kind of $hares or-6ther
securities of the Company on account. of;any recapitalization, reclassification, stock split,
reverse split, combination of shares, exchange of shares stock dividend or other
distribution-payable in capital stock, or other increase or: décrease in“such shares effected
without” receipt of consideration by’ the Company occuiring after the Effective’ Date, the
numbef and kifids of shares for which grarts- of Options and other Awards may- be made
under the. Plan shall be. adjusted proportronately and accordingly, by the Company. In
add1t1on the number and kind of shares for which. Awards are outstandmg shall be
adJusted proportronately and accordmgly so that the proportronate interest of the Grantee
1mmed1ate1y followmg such event shall, to the extent practlcable be the same as , '
1mmed1ately before such event Any such adjustment in outstandmg Opttons or, SARs shall
not. change the aggregate Optlon Pnce or SAR Exer01se Price payable with respect to
shares that are subJect to. the unexercrsed portlon of an outstandmg Opt1on or SAR, as
apphcable but shall 1nc1ude a correspondmg proportronate adJustment in the Optlon Price
or SAR Exercrse Price per share. The conversmn of any. convertlble secuntles of the
Company shall not.be treated as an increase in shares eﬂected w1thout recelpt of
consideration. Notwithstanding the foregoing, in the event of any distribution to the
Company’s stockholdeis of securities of ‘any other entity or other-assets (other than *
dividends payable in cash-or stock ‘of: the’Company) without receipt of consideration’by
the Company; the Company may, in such manner asithe Company deenis'appropriate,: " -
ad]ust (i)-thie ‘nuriiber ‘and kind of sharessubject to-outstanding :Awards and/or (ii): the
exercise pnce of - outstandmg Optlons and Stock Apprecratlon Rrghts to reﬂect such ’
dlstnbutlon AR : ‘ _ Dol S .':,f?i:{

17 2 Reorgamzauon in Whlch the. Company Is the Survwlng Ent|ty WhICh 3
does not Constltute a Corporate Transactlon '

SubJect to Sectlon 17 3 hereof if the Company ‘shall- be the survrvmg ent1ty m any
reorgamzatron merger, O, consohdatron of the- Company w1th one or more.other, entities... -
which, does. not constitute a Corporate Transaction, any Option or SAR. theretofore granted
pursuant.to the Plan shall pertarn to-and apply to .the securities to which a holder of the
number. of shares of Stock subject to such Option or SAR would have been entitled - g
1mmed1ate1y following such reorganization, merger, or consohdatlon w1th a correspondlng
proportionate adjustment of the Option Price or.SAR Exermse Pnce per. share so that the
aggregate Option Price or SAR Exercise Price thereafter shall be the same as the
aggregate Option Price or SAR Exercise Price of the. shares remaining subject-to the:
Option or SAR 1mmed1ate1y prior to such reorgamzatron merger, or consohdatron Sub_]ect
to any contrary language in‘an Award Agreement’ ev1denc1ng an Award any restrictions
apphcable to such”Award shall apply as well' to’ any replacerient shares recerved by’ the
Grantee as ‘a result of the reorgamzatlon merger or consohdatlon SERERRR ;' - e

[ R K N Tl [T e HER
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employment ot during’ the one- year (1- year) penod followmg termination of such
employment: - . . | ;

(i) The Grantee, acting alone or with others, directly or indirectly, prior to a
Change in Control, (A) engages, either as employee, employer, consultant, advisor, or
‘dlrector or as an owner, investor, partner, or stockholder unless the Grantee’s interest
is 1nsubstant1a1 in any busmess in an area or region “in" which the Company conducts
business at the date the event occurs; which is drrectly in competmon w1th a busmess
then' condiicted by the Company ora subsrdlary or affiliate; (B) induces any customer
or supplier of the Company or a subsidiary or affiliaté with which the Company ‘ora -
subsidiary or affiliate has a business relationship, to curtail, cancel, not renew, or not
continue his or her or its business with the Company or any subsidiary or affiliate; or
(C): induces; or attempts to.influence, any employee. of -or service provider to the-
Company or a subsidiary or affiliate to terminate such.employment or, service. The

- Board shall, in its discretion, determine which lines of business the Company conducts
‘on any partrcular date and which third parties may reasonably be deemed to be in
.competltlon with the Company. For purposes_of this Section 18.2 (i), a.Grantee’ s
interest as a stockholder is insubstantial if it represents beneficial ownership of less
than two (2) percent of the outstanding class of stock, and a Grantee’s interest .as an
owner, investor, or partner is insubstantial if it represents ownership, as determined’ by

the Board in its: dlscretlon of {ess than two (2) percent of the outstandmg equity of

. the: entrty S S B .

(11) "The Grantee d1scloses uses sells or otherw1$e transfers except in the course
of employment with or other service to the Company or any subs1dlary or affiliate, any
confidential or proprietary information of the Company or any subsidiary or affiliate,

h 1nclud1ng but not limited- to"information regarding the Company’s current and

- potential -customers; organization, employees, finances, and’ methods of operations and

- investments; so long as such information has not otherwisé been disclosed to the
public or is ‘not etherwise'in the public domain, except as required- by law or pursuant
to legal process, or'the Grantee makes ‘statements or répresentations, or otherwise
communicates, directly or-indirectly, in“writing; orally, or otherwise, or takes any other

© action which may, directly or indirectly, disparage or be’ damaging to the Company or
any of its subsidiaries or affiliates or their respective officers, directors, employees,
advisors, businesses or reputatlons except as requrred by law or pursuant to legal
process or : S

(iii) The Grantee fails to cooperate wrth the Company or any sub51d1ary or
affiliate in any way, including, without limitation, by making himself or herself
available to testify on behalf of the Company or .such subsidiary or affiliate in any
. action, suit, or proceeding, whether-civil, criminal, administrative, or investigative, or
otherwise fails to-assist the Company or any subsidiary or affiliate in any way, . - v
including, without limitation, in -connection with any such-action, suit, or proceeding
by providing information and meeting and consulting-with members of management
of, other representatives of, or counsel to, the. Company or such subsidiary. or affiliate,
as reasonably requested.

18.3. Agreement Does Not Prohibit Competition or.Other Grantee Activities.

" Although the conditions set forth in this Article 18 shall be deemed to be
incorporated-into an Award, a Grantee is not thereby prohibited from engaging in any
activity, including but not limited -to competition with’theé- Company and its subsidiaries -
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and afﬁhates Rather, the non-occurrence of the Forfeiture Events set forth in Section 18.2
is a condition to the Grantee’s right. to realize and retain value from his or her ‘
compensatory Options and Awards, and the consequence under the Plan if the Grantee
engages in an activity giving rise to.any such Forfeiture, Event are the forfeltures specified

~ herein. The Company and the Grantee shall not be precluded by .this provision or
otherwise from entering into other agreements concerning the subject matter. of Sectxons .
18.1 and 18 2 : - :

18 4 Board Diécretibn

The Board may, in its dlSCI‘CthI’l waive in whole or in part the Company $ nght to
forfeiture under this Article 18, but no such waiver shall be effective unless evidenced by a
’wntmg signed by a duly authorized oﬁicer of the Company. In addition, the Board may
impose’ additional conditions on Awards by inclusion of appropnate prov1sron> in the -
document evidencing or governing any sich Award. : ’

19. GENERAL PROVISIONS
19.1. Disclaimer of Rights

No prov1s1on in the. Plan or in -any. Award or Award Agreement shall be construed to
'confcr upon any individual the right to remain in the employ or service of the Company or
any Affiliate, or to interfere in any way with any contractual or other right or authority of

" the Company either to increase or decrease the compensation or other p'a_yments te any
individual at any time, or to terminate any employment or other relationship bétween any
individual and the Company. In addition, notwithstanding anything contained in the Plan
to the contrary, unless otherwise stated in the applicable Award Agreement, no Award. -
granted under the Plan shall be affected by any change of duties or position of the
Grantee, so long as such Grantee continues to be a director, officer, consultant or
employee of the Company or an Affiliate. The obligation of the Company to pay any
benefits pursuant to this Plan shall be interpreted as a contractual obligation to pay only
those amounts described herein, in the manrer and under the conditions prescribed herein.
The Plan shall in no way be interpreted to require the Company to transfer any amounts to
a third party trustee or otherwise hold any amounts in trust or escrow for payment to any
Grantee or beneﬁc1ary under the terms of the Plan.

19. 2 Nonexclusmty of the Plan

Neither the adoption of the Plan nor the submlssron of the Plan to the stockholders of
the Company for approval shall be construed as creating any limitations upon the right and
authonty of the Board. to adopt such other incentive compensation arrangements (which
arrangements may be applicable either generally to a class or classes of individuals or
specifically to a particular individual or particular individuals) as .the Board in its discretion
determines desirable, including, without l1m1tat1on the grantmg of’ stock optlons otherwrse

“than under the Plan : ol S .

19.3. Withho_lding Taxes

The Company or an Affiliate, as the case may be, shall have the right to deduct from .
payments of any kind otherwise due to a Grantee any Federal, state, or local taxes of any
kind required by law to be withheld with respect to the vesting of or other lapse of
restrictions applicable to an Award or upon the issuance of any shares of Stock upon the
exercise of an Option or pursuant to an Award. At the time of such vesting, lapse, or
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exercise, the Grantee shall pay to the Company or-the Affiliate, as the case may be, any
amount that the Company or the Affiliate may reasonably determine to be necessary to
satisfy such withholding obligation. Subject to the prior approval of the Compary or the -
* Affiliate, which may be withheld by the Company or the Affiliate, as the case may be, in
_its sole discretion, the Grantee may elect to satisfy such obligations, in' whole or in part,
(i) by causing the Company or the Affiliate to withhold shares of Stock otherwise issuable
to the Grantee or (ii) by delivering to the Company or the Affiliate shares of Stock
already owned by the Grantee. The shares of Stock so delivered or withheld shall have an
aggregate Fair Market Value equal to such withholding obligations. The Fair - Market
Value of the shares of Stock used to satisfy such withholding obligation shall be
determined by the Company or the Affiliate as of the date that the amount of tax to be
withheld is to be determined. A Grantee who has made an election pursuant to_this.
Section 19.3 may satisfy his or her withholding obligation only with shares of Stock that
are not subject to any repurchase, forfeiture, unfulfilled vesting, or other similar ‘
requirements.

19.4. Captions

The use of captions in this Plan or any Award Agreement is for the convenience of
reference only and shall not affect the meanmg of any prov1s1on of the Plan or such Award
Agreement

19.5. Other Provisions

Each Award granted under the Plan may contain such other terms and conditions not
inconsistent with the Plan as may be determined by the Board, in its sole discretion.

19.6. Number And Gender ‘ ) o 1

With respect to words used in this Plan, the singular form shall include the plural
form, the masculine gender shall include the feminine gender, etc., as the context requires.

19.7. Severab|llty

If any provision of the Plan or any Award Agreement shall be determlned to be 111ega1
or unenforceable by any court of law in any jurisdiction, the remaining provisions hereof
and thereof shall be severable and enforceable in accordance with thelr terms, and all
provisions shall remain enforceable in any other jurisdiction.

19.8. Governing Law

The validity and construction of this Plan and the instruments evidencing the Award
hereunder shall be governed by the laws of the State of Maryland, other than any conflicts
or choice of law rule or principle that might otherwise refer construction or interpretation
of this Plan and the instruments evidencing the Awards granted hereunder to the
substantive laws of any other jurisdiction. ‘

* x %
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To record adoption of the Plan by the Board as of , 2002, and approval
of the Plan by the stockholders on , 2002, the Company has caused its
authorized officer to execute the Plan.

GUILFORD PHARMACEUTICALS INC.

Title:
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1.12. “Purchase Price” means the purchasé price of each share of Common Stock
purchased under the Plan. . :

2. SHARES SUBJECT TO THE PLAN.

SubJect to adJustment as prov1ded in Section 26 below the aggrégate number of )
shares of Common Stock that may be made available for purchase by part1c1pants under
the Plan is 300,000. The shares issuable under the Plan may, in the discretion of ‘the
Board, be authorized but umssued shares treasury shares or’ shares purchased on the open‘
market

3 ADMINISTRATION.’
The Plan shall be administered under the direction of the Committee. No member of -

the Board or the Committee shall be liable for any actron or determmatlon made in good
faith with respect to the Plan:- SR Cewn

4. INTERPRETATION."
The Committee shall have authority to interpret the Plan, tO'prescrlbe, amendwandj ‘
rescind rules relating to it, and to make all other determinations necessary or advis'abl'e in

administering the Plan, all of which determinations will be final and binding upon all-
persons. ‘

5. ELIGIBLE PARTICIPANT.

Any employee of or service provider to the Company or any of its Participating -
Affiliates (“eligible participant”) may participate in the Plan, except with respect to.
employees the following, who are ineligible to part1c1pate (a) an employee who has. been .
employed by.the. Company or any.of its Part1c1pat1ng Affiliates for less.than three months
as of the beginning of an Offering Period; (b) an employee whose customary employment
is for less than five months in any calendar year; (c) an employee whose customary
employment is 20 hours or less per week; and (d) an employee who, after exercising his or
her rights to purchase shares under the Plan, would own shares of Common Stock
(including- shares that may be. acquired under any outstanding options) representmg five . -
percent or more of the total combined voting power of all. classes of stock .of the Company..
Notw1thstand1ng the foregomg, the Board may at any t1me in its sole discretion determine
that certain employees or semce providers are not e11g1ble to participate in the Plan. '

6. PARTICIPATION IN. THE PLAN.

An eligible partjcipant_‘may.become a participant in the Plan by completing an .
election to participate in the Plan on a form provided by the Company and submlttlng that
form to the Payroll Department of the Company. The form will authorize: (i) payment of
the Purchase Price by payroll deductions, and if authorized by the Committee, payment of
the Purchase Price by means. of periodic cash payments from participants, and (ii) the
purchase of shares.of. Common Stock for the. participant’s account in accordance.with the.
terms of the Plan. Enrollment will become effective upon the first-day of an Offering -, -
Period.

7. OFFERINGS.

" At the time an e11g1ble participant submits-His or her election ‘to partlc1pate in the
Plan (as provided in Section 6 above), the participant shall elect-to have deductions made -
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from his_or‘her pay on each pay day following his orherrenrollment in-the Plan; and for as
long as he or she shall participate in the Plan. The deductions will be credrted to the A
partrcrpant 5 account under the Plan: No'interest shall's accrue ‘on ‘the payroll deductrons of
a partrcrpant Pursuant to Section 6*above the Committee- shall also’ have the' authonty to
authonze in-the electlon form'the payment for shares- of Common Stock® through cash
payments-from partlcrpants A part1c1pant may not dunng any Offermg Period change hrs
or her percentage of payroll deducfion’ for ‘that Offeriig Period, nor may a partrc1pant
withdraw' any contrrbuted funds other than 1n accordance wrth Sectlons 16 through 20
belOW U G RSN TN L PRPRRT A
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8. OFFERING PERIODS AND PURCHASE PERIODS

The Oﬁ'enng Penods and Purchase Penods shall be deterrnmed by the Commrttee
The first Offering Perrod under the Plan shall commence on the date determmed by the
Commlttee Each Offering Perrod shall con51st of one or more Purchase Perrods as’
determrned by the Commrttee b -

P N

9. RIGHTS TO PURCHASE COMMON STOCK; PURCHASE PRICE. 7

Rrghts to purchase shares of Common Stock erl be deemed granted to. partrclpants as
of the first trading day of each Oﬁ"ermg ‘Period. The Purchase Price of each share of
Common Stock:shall be.deterniined by the Committee; provided, :howeveér,that the
Purchase Price shall not'be:less than-the lesser of: 85 percent of .the Fair-Market.Value of
the Common Stock (i) on-the first'trading ‘day of the Offering Period. or -(ii) on the last
trading day of the Purchase Period; provided, further, that in no event shall the Purchase
Price be less than the par value of the Common Stock. A S S
10. TIM"ING OF PURCHASE . .. ./

-

- Unless a partrcrpant has-given: prior wriften notice termrnatmg “participation in “thie o
Plan; 6t participation in tlie Plan has otherwisé Been-términated as provided'in Sections 16
through 20-below; such part1c1pant will be deerned’to have exercised: automatically - h1s or s
her right-to purchase Common Stock on-the 1ast tradlng ‘day'of the Purchase Period -
(except as provrded in Section 16 below) for’ the number of shares’ of Common Stock
which the accumulated funds in the participant’s account-at that- time-will purchase at the-
Purchase Price, subject to the participation adjustment provided for in Section 15 below
and subject to adjustment under Section 26 below. Notw1thstandmg the- foregorng, no
shares shall be sold pursuant to. the Plan unless the Plan is approved by the Company s
stockholders in accordance with Sectron 25 below o i

. ‘PURCHASE LIMITATIOVN , R

Notwrthstandrng dny other provrsron of the- Plan’ no part1c1pant may purchase in any '
one calendar year under the Plan shares of Common Stock having an-aggregate Fair ™~
Market Value in excess of $25,000, determined as of the first tradrng date of the Offering _
Period as to shares purchased during such period. Effective Upon ‘the"last tradmg ‘day of
the Purchase Period, a participant-will become a stockholder with respect to-the shares
purchased dunng such period,-and will: thereupon ‘have all dividend, voting-and other . . -
ownership rights-incident thereto In. addition, the ‘Committee’ or the Board.may impose a..
limit on:the number of shares:or the value of shares that a participant may: purchase in -
each Offermg or, Purchase -Period; provrded that, such 11m1tatrons shall be: 1mposed prior; to
the start of the relevant. Offermg or, Purchase Perrod e e

IRPASOIE
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from his or her pay on each pay day following his or her enrollment in the Plan, and for as
long as he or she shall participate in the Plan, The deductions will be credited to the
part1c1pant s account under the Plan. No interest shall accrue on the payroll deductions of
a participant. Pursuant to Section 6 above, the Committee shall also have the authority to
authorize in the election form'the payment for shares of Common Stock through cash -
payments from participants. A participant may not during any Offering Period chiange his
or her percentage of payroll deduction for that Offering Period, nor may a participant’ -
withdraw any contributed funds, other than in accordance w1th Sectlons 16 through 20
below. ‘ :

8. OFFERING PERIODS AND PURCHASE PERIODS.

" The Offering Periods and Purchase Periods shall be determined by the Committee.
The first Offering Period under the Plan shall commence on the date determlned by the :
Commiittée. Each Offering Period shall consist of one or more Purchase Perlods as’
determined by the Committee. =~ =~ :

9. RIGHTS TO PURCHASE COMMON STOCK PURCHASE PRICE

Rights to purchase shares of Common Stock will be deemed granted to part1c1pants as
of the first trading day of each Offering Period. The Purchase Price of each share of
- Common Stock shall be determined by the Committee; provided, -howevér, that the
Purchase Price shall not be less than the lesser of 85 percent of the Fair Market Value of
the Common Stock (i) on the first trading day of the Offering Period or (ii) on the last
trading day of the Purchase Period; provided, further, that in no event shall the Purchase
' Pr1ce be less than the par value of the Common Stock. :

10. TIMING OF PURCHA§E

Unless a participant has given prior written notice terminating participation in the

* Plan, or participation in the Plan has otherwise been terminated as provided in Sections 16
through 20 below, such participant will be deemed to have exercised automatically his or
her right to purchase Common Stock on- the last trading day of the Purchase Period
(except as provided in Section 16 below) for'the number of shares’of Common Stock
which the accumulated funds in the participant’s account at that time will purchase at the
Purchase Price, subject to the participation adjustment provided for in Section 15 below
and subject to adjustment under Section 26 below. ‘Notwithstanding the foregoing, no
shares shall be sold pursuant to the Plan unless the Plan is approved by the Company’s
stockholders in accordance with Section 25 below o . ,

11, PUFiCHASE LIMITATION

T

‘Notwithstanding any other provision of the Plan, no part1c1pant may. purchase in any
one calendar year under the Plan shares of Common Stock having an aggregate Fair ‘
Market Value in excess of $25,000, determined as of the first trading date of the Offering
Period as to shares purchased during such period. Effective upon the last trading day of
the Purchase Period, a participant will become a stockholder with respect to the shares
purchased during such period, and will thereupon have all dividend, voting and other

. ownership rights incident thereto. In addition, the Committee or the Board may impose a .
limit on.the number of shares or the value of shares that a participant may purchase in
each Offering or Purchase Period; provided, that, such limitations shall be imposed prior to

" the start of the relevant Oﬁenng or Purchase Period. :

3




12. ISSUANCE OF STOCK CEthFICATES AND SALE OF PLAN SHARES.

On the last trading day of the Purchase Period, a participant will be credited with the
number of shares of Common Stock purchased for his or her account under the Plan
during such Purchase Period. Shares purchased under the Plan will be held in the custody
of an agent (the “Agent”) appointed by the Board of Directors. The Agent may hold the
shares purchased under the Plan in stock certificates in.nominee names and may
commingle shares held in its custody in a single account or stock certificate without
identification as to individual participants. The Committee shall have the right to require
any or all of the following with respect to shares of Common Stock purchased under the
Plan:

(i) that a participant may not request that all or part of the shares of Common
Stock be reissued in the participant’s own name and the stock certificates delivered to
the participant until two years (or such shorter period of time as the Committee may.
designate) have elapsed since the first day of the Offering Period in which the shares
were purchased and one year has elapsed since the day the shares were purchased
(the “Holding Period”);

(ii) that all sales of shares during the Holding Penod applicable to such shares
be performed through a licensed broker acceptable to the Company, and

(iii) that participants abstain from selling or otherwise transferring shares of
Common Stock purchased pursuant to the Plan for a period lasting up to two years
from the date the shares were purchased pursuant to the Plan.

13. WITHHOLDING OF TAXES.

To the extent that a participant realizes ordinary income in connection with a sale or
other transfer of any shares of Common Stock purchased under the Plan, the Company
may withhold amounts needed to cover such taxes from any payments otherwise due and
owing to the participant or from shares that would otherwise be issued to the participant
hereunder. Any participant who sells or otherwise transfers shares purchased under the
Plan within two years after the beginning of the Offering Period in which the shares were
purchased must within 30 days of such transfer notify the Payroll Department of the
Company in writing of such transfer. ‘ :

14. ACCOUNT STATEMENTS.

The Company will cause the Agent to deliver to each participant a statement for each
Purchase Period during which the participant purchases Common Stock under the Plan,
reflecting the amount of payroll deductions during the Purchase Period, the number of
shares purchased for the participant’s account, the price per share of the shares purchased
for the participant’s account and the number of shares held for the participant’s account at
the end of the Purchase Period.

15. PARTICIPATION ADJUSTMENT.

If in any Purchase Period the number of unsold shares that may be made available
for purchase under the Plan pursuant to Section 1 above is insufficient to permit exercise
of all rights deemed exercised by all participants pursuant to Section 10 above, a
participation adjustment will be made, and the number-of shares purchasable by all
participants will be reduced proportionately. Any funds then remaining in a partrclpant 8
account after such exercise will be refunded to the participant.
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- 16. CHANGES IN ELECTIONS TO: PURCHASE
a. Ceasmg PayroII Deductlons or PeI'IOdIC Payments

A participant may, ‘at any time’ prior to-the last trading day. of the Purchase Perlod by
written notice to the Company, direct the Company to cease payroll deductions (or, if the
payment for shares is béing made through periodic cash payments, notify the Company
that such payments will be terminated), in accordance with the following alternatives:

_ (i) The partlclpant s optlon ‘to purchase shall be reduced to the number of shares
~ which may be purchased, as of the last day of the Purchase Period, with the amount
~ then credlted to the partlcrpant S account or.

(i) - Withdraw the amcunt in such partlcrpant S account and terminate such
part1crpant s option to purchase.. ’

- b. Decreasing Payroll Deductions During a Purchase.Period

A participant may decrease his or her-rate of contnbut1on once during a Purchase
Period (but not below one percent (1%).of regular earnrngs) by ‘delivering to the °
Company a new form regarding’ election to participate in the Plan under Section 6 above:

¢. Modifying Payroll Deductions or Périodic Payments at the ‘Startof an
Oﬂermg Period e e e ‘

Any partrcrpant may increase or decrease hrs or her payroll deduction or periodic cash
payments, to take effect on the first day of the next Offerlng Penod by dehvermg to the
Company a new form regardrng election to participate in the Plan under Section 6 above.

17. TERMINATION OF SERVICES.

~ In the event a partlcrpant ceases provrdrng services to the Company or a Partrclpatlng
Aﬂihate for ary reason prior to the last day of the Purchase Period except under
circumstances described in Section 18 bélow, the amount in the participant’s account wrll
be distributed to the participant (or to the participant’s beneficiary (or estate in. the case a
beneficiary is not named) in the case of the partrcrpant s death) and the partrc1pant s
optlon to purchase will termrnate o

" 18, LAY-OFF, AUTHORIZED LEAVE OF ABSENCE OR DISABILITY. '\

Payroll deductions for shares for which a participant has an option to purchase may
be suspended during any period of absence of the participant from work:due to lay -off, -
authorized leave of absence or disability or, if the partlcrpant so elects, penod1c payments
for such shares may continue to be made i in cash

" If such partrcrpant returns to active service prior to the last day of the Purchase -
Period, the participant’s: payroll deductions will be'resumed and- if said participant did not -
tnake periodic cash payments during the participant’s period of absence, the parti¢ipant’
shall, by written notice to the Company’s Payroll Department within 10 days after the
participant’s return to active service, but not later than the last day of the Purchase Period,
elect:

(a) To make up any deficiency in the participant’s account resulting from a
suspension of payroll deductions by an immediate cash payment;
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(b) Not to make up such deficiency, in which event the number of shares to be .
purchased by the participant shall be reduced to the number of whole shares which
may be purchased with the amount, if any, then credited to the participant’s account
plus the aggregate amount, if any, of all payroll deductions to be made thereafter; or

(c) W1thdraw the amount in the part1c1pant s account and termiinate the
part1c1pant § option to purchase.

A participant on lay-off, authorized leave of absence or disability on the last .day of
the Purchase Period shall deliver written notice to the Company on or before the last day
of the Purchase Period, electing one of the alternatives provided in the foregoing clauses
(a), (b) and (c) of this Section 18. If any participant fails to deliver such written notice
within 10 days after the participant’s return to active service or by the last day of the
Purchase Period, whichever is earlier, the participant shall be deemed to have elected
subsection 18(c) above.

If the period of a participant’s lay-off, authorized leave of absence or disability shall
terminate on or before the last day of the Purchase Period, and the participant shall not
resume providing services to the Company or a Participating Affiliate, the participant shall
receive a distribution in accordance with the ‘provisions of Section 17 of this Plan.

19. FAILURE TO MAKE PERIODIC CASH PAYMENTS.

Under any of the circumstances contemplated by this Plan, where the purchase of
shares is to be made through periodic cash payments in lieu of payroll deductions, the
failure to make any such payments shall reduce, to the extent of the deficiency in such
payments, thc number of shares purchasable under this Plan by the participant. =

20. TERMINATION OF PARTICIPATION.

A participant will be refunded all moneys in his or her account, and his or her

' participation in the Plan will be terminated if either (a) the Board elects to terminate the -
Plan as prov1ded in Section 25 below, or (b) the participant ceases to be eligible to” ‘
partlclpate in the Plan under Section 5 above. As soon as practicable followmg termmatlon
of partlclpatlon in the Plan, the Company will deliver to the participant a check ‘
representing the amount in the part1c1pant s account and a stock certificate representmg
the number of whole shares held in the participant’s account. Once terminated, ,
participation may.not be reinstated for the then current Offering Period, but, if otherwise
ehglble the participant may elect to part1c1pate in any subsequent- Oﬂenng Period. )

21. ASSIGNMENT.

"No participant may assign his or her rights to purchase shares of Common Stock =
under the Plan, whether voluntarily, by operation of law or otherwise. Any payment of
cash or issuance of shares of Common Stock under the Plan may be made only to the
part101pant (or, in the event of the participant’s .death, to.the participant’s beneficiary (or .
estate in the case a beneficiary is not named)). Once a stock certificate has been issued to
the participant or for his or her account, such certificate may be assigned the same as any
other stock certificate. :




22. APPLICATION OF FUNDS

All funds rece1ved or held by’ the Company under the’ Plan may. be used for any v-
corporate purpose ‘until applied to the purchase of Common Stock and/ or refunded to
partrclpants Partlc1pants accounts w1ll not be segregated

23." NO RIGHT TO CONTINUED EMPLOYMENT OR PROVISION OF SERVICES

Neither the Plan nor any: rrght to purchase Common Stock under the Plan confers
upon any participant any right to continued employment with the Company or any of its
Participating Affiliates, nor will part1c1pat10n in the Plan restrict or interfere in any.way
with the nght of the Company or any of its Participating Affiliates to termmate the
participant’s employment or provision of serv1ces at .any time. -

24 AMENDMENT OF PLAN

The Board may, at any time, amend the Plan in any respect (1nclud1ng an increasé in
the percentage specified in Section 9 above used in calculating the Purchase Price): No ™
amendment ‘may be rnade that 1mpa1rs the vested nghts of part1c1pants

25. TERM AND TERMINATION OF THE PLAN.

The Plan shall be effective as of the date of adoption by the Board Wl’llCh date is set
forth below, subJect to approval of the Plan by a majority of the votes present and entitled
to vote at a duly held meeting of the shareholders of the Company at’ which a quorum
representing a majority of all outstanding voting stock'is present, either in person or by
proxy; provided, however, that upon approval of the Plan by the shareholders of the
Company as sét forth above, all rights to purchase shares granted under the Plan on or
after the effective date shall be fully effective as if the shareholders of the Company had
approved the Plan on the effective date. If the shareholders fail to approve the Plan on or
before one year after the effective date, the’ Plan shall terminate, “any rights to’ purchase N
shares granted hereunder shall be null and void and of no effect, and all contributed funds
shall be refunded to participating employees. The Board may terminate the Plan at any
time ‘and for any reason or for no reason, provided that such termination shall not 1mpa1r
any rights of participating employees that have vested at the time of termination. 'In any
event, the Plan shall, without further action of the Board, terminate ten (10) years after
the date of adoption of the Plan-by the Board or, if earlier, at such time as all shares of
Common Stock that may be made avallab]e for purchase under the Plan pursuant to

’ Section 1 above have been issued. :

26. ' EFFECT OF CHANGES IN CAPITALIZATION
.a. Changes in Stock

If the number of outstanding shares of Common Stock is incréased or decreased or
the shares of Common Stock are chdrged into or exchanged for a‘ different number or kind
of shares or other securities of the Company by reason of any recapgitalization, - ‘
reclassification, stock split, reverse split, combination of shares, exchange of shares, stock
dividend, or other distribution payable in capital stock, or other increase or decrease in
such shares effected without receipt of consideration by the Company occurring after the.
Effective Date, the number and kinds of shares that may be purchased under the Plan
shall be adjusted proportionately and accordingly by the: Company. In addition, the number
and kind of shares for which rights are outstanding shall be similarly adjusted so that the - -
proportionate interest of a participant immediately following such event shall, to the extent
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practicable, be the same as immediately prior to such event. Any such adjustment in
outstanding rights shall not change the aggregate Purchase Price payable by a participant
with respect to shares subject to such rights, but shall include a corresponding
proportionate adjustment in the Purchase Price per share. Notwithstanding the foregoing,
in the event of a spin-off that results in no change in the number of outstanding shares of
the Common Stock of the Company, the Company may, in such manner as the Company
deems appropriate, adjust (i) the number and kind of shares for which rights are
outstanding under the Plan, and (ii) the Purchase Price per share. -

b. Reorganization in Which the Company Is the Sui'yiving Corporation.

Subject to Section ¢, if the Company shall be the surviving corporation in any
reorganization, merger or consolidation of the Company with one or more other
corporations, all outstanding rights under the Plan shall pertain to and apply to the
securities to which a holder of the number of shares of Common Stock subject to such
" rights would have been entitled immediately following such reorganization, merger or
consolidation, with a corresponding proportionate adjustment of the Purchase Price per
share so that the aggregate Purchase Price thereafter shall be the same as the aggregate
Purchase Price of the shares subject to such rights immediately. prior to such
reorganization, merger or consolidation.

c. R_eorganiiation in Which the _Company Is Not the Surviving Corporation,
Sale of Assets or Stock, and other Corporate Transactions.

Upon any dissolution or liquidation of the Company, or upon a merger, consolidation .
or reorganization of the Company with one or more other corporations in which the
Company is not the surviving corporation, or upon a sale of all or substantlally all of the
assets of the Company to another corporation, or upon any transaction (including, without
limitation, a merger or reorganization in which the Company is the surviving corporation)
approved by the Board that results in any person or entity owning more than 80 percent of
the combined voting power of all classes of stock of the Company, the Plan and all rights
outstanding hereunder shall terminate, except to the extent provision is made in writing in
connection with such transaction for the continuation of the Plan and/or the assumption of
the rights theretofore granted, or for the substitution for such rights of new rights covering
the stock of a successor corporation, or a parent or subsidiary thereof, with appropriate
adjustments as to the number and kinds of shares and exercise prices, in which event the
Plan and rights theretofore granted shall continue in the manner and under the terms so
provided. In the event of any such termination of the Plan, the Offering Period and the
Purchase Period shall be deemed to have ended on the last trading day prior to such
termination, and in accordance with Section 12 above the rights of each participant then
outstanding shall be deemed to be automatically exercised on such last trading day. The
Board shall send written notice of an event that will result in such a termination to all
participants at least ten (10) days prior to the date upon which the Plan will be
-terminated. . .

d. ‘Adjustments.
Adjustments under this Section 26 related to stock or securities of .the Company shall

be made by the Commlttec whose determination in that respect shall be final, binding,
and conclusive. . A :




e. No Limitations on Company.

The grant of a right pursuant to the Plan shall not affect or limit in any way the right
or power of the Company to make adjustments, reclassifications, reorganizations or
changes of its capital or business structure or to merge, consolidate, dissolve or liquidate,
or to sell or transfer all or any part of its business or assets.

27. GOVERNMENTAL REGULATION.

The Company’s obligation to issue, sell and deliver shares of Common Stock pursuant
to the Plan is subject to such approval of any governmental authority and any national
securities exchange or other market quotation system as may be required in connection
with the authorization, issuance or sale of such shares.

28. STOCKHOLDER RIGHTS.

Dividends paid with respect to shares credited to each participant’s account will be
themselves credited to such account. The Company will deliver to each participant who
purchases shares of Common Stock under the Plan, as promptly as practicable by mail or
otherwise, all notices of meetings, proxy statements, proxies and other materials distributed
by the Company to its stockholders. Any shares of Common Stock held by the Agent for
an participant’s account will be voted in accordance with the participant’s duly delivered
and signed proxy instructions. There will be no charge to participants in connection with
such notices, proxies and other materials. '

29. RULE 16B-3.

Transactions under this Plan are intended to comply with all applicable conditions of
Rule 16b-3 or any successor pfovision under the Securities Exchange Act of 1934, as
amended. If any provision of the Plan or action by the Board fails to so comply, it shall be
deemed null and void to the extent permitted by law and deemed advisable by the Board.
Moreover, in the event the Plan does not include a provision required by Rule 16b-3 to be
stated herein, such provision (other than one relating to eligibility requirements, or the
price and amount of awards) shall be deemed automatically to be incorporated by
reference into the Plan.

30. PAYMENT OF PLAN EXPENSES.

The Company will bear all costs of administering and carrying out the Plan. .

* * *




